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Changes in
Accounting
Methods
Carleton H. Griffin, partner in our
Denver office, has been challenging accounting methods in speeches for a number of years, and included among his
most recent published articles on the
subject is an article in the Journal of
Accountancy.
A native of St. Louis, Missouri, he
joined our Detroit office after graduating from the University of Michigan
with a B.B.A., M.B.A., and J.D. He
transferred to Denver in 1959.
He is a member of the
American
Institute of CPAs and a member of the
Board of Directors of the Colorado Society, where he was formerly chairman of
the Federal Tax
Committee.

—recent tax developments
by Eli Gerver
and Carleton H. Griffin

A C C O U N T I N G IS A DYNAMIC ART. Changes in techniques

and philosophy, as well as the ever growing complexity
and sophistication of our modern economic system, frequently require a review of the suitability of the accounting methods used by business entities. Woe betide the
professional accountant who recommends a change in the
financial accounting methods of a client without also
considering the possible tax consequences, since taxpayers
and practitioners continue to be harassed by a myriad of
federal income tax problems involved when a method of
accounting is changed. Although many unanswered questions remain, developments in recent years have removed
some of the areas of doubt which previously existed. T h e
answers which have materialized may not be satisfactory
to the practitioner in all respects, but at least they are
answers.
The basic problem

Eli Gerver, partner in our San Francisco office, was director of taxation with
the American Institute of Certified Public Accountants before joining
TRB&S
in 1960. Until last year, when he moved
to San Francisco, he served as director
of tax research in the Executive Office.
His lectures and articles on various
phases of taxation are too numerous to
list . . . one of his most recent articles,
"Living with the Guidelines," was distributed in booklet form by the Tax
Executives Institute in Washington after
it appeared in T h e T a x Executive.
Mr. Gerver is a graduate of City College of New York, and has lectured there
in both accounting and taxes. He is a
member of .the American Institute of
CPAs, the California and New York
State CPAs, and the National Tax Association.

The basic federal income tax rules concerning accounting method changes are clear. If a taxpayer intends to
modify his tax reporting to the extent that a "change in
accounting method" is involved, Section 446 of the Internal Revenue Code and related Regulations 1 require that
he first obtain the consent of the Commissioner of Internal Revenue. T o obtain such consent the taxpayer must
file an application on Form 3115 with the Commissioner
within 90 days after the beginning of the taxable year
for which the change is to be effective. If the Commissioner's consent to the change and conditions of change
is not so obtained the change cannot properly be made no
matter how erroneous the taxpayer may consider the old
method to be. Of course, it is possible that an unpermitted changed may occasionally be accepted, knowingly or
unknowingly, by the Internal Revenue Service but the
Service has the authority to reject changes in the absence
of formal consent. 2
In addition, Section 481 of the Code spells out rules
with respect to adjustments to taxable income which
may be required incident to a change in accounting
method. Although rather complex, these rules are easily
understandable when related to a simple example. Assume that Z Company is a calendar-year retailer which
began business in 1946. Although Regulations required
it to compute taxable income by accounting for inventories and using the accrual method for purchases and
sales,3 Z Company from its inception maintained its accounts and reported taxable income on a strict cash basis.
Effective for the calendar year 1964 Z Company computed taxable income and book income on an accrual
basis, clearly a change in accounting method. T h e fol-

lowing account balances existed on the dates specified:

Accounts receivable
Inventory
Accounts payable .
Net positive accruals

12/31/53
(not
booked)

1/1/64
(booked
1/1/64)
$ 35,000
65,000
(40,000)
$ 60,000

.

.

.

.

$ 25,000
45,000
(30,000)

.

$ 40,000

If Z Company were allowed to report its taxable income
for 1964 and later years on a strict accrual basis, net
taxable income in the amount of $60,000 would escape
tax. T h e $35,000 of receivables was not included in cash
basis income prior to 1964 and would not be included in
accrual basis income after 1963. Similarly, the $65,000
of inventories was deducted in the year of purchase prior
to 1964 and on the accrual basis would be added to cost
of sales as opening inventory in 1964. This $100,000 total
of omitted income and duplicated deductions would be
offset by the $40,000 of payables which was not deducted
under the cash basis in prior years and could not be
taken as accrual basis deductions.
T h e adjustments to prevent these duplications or omissions vary depending upon who initiated the change in
method — i.e., Z Company or the Internal Revenue
Service. If the change were initiated by the Service the
pre-1954 positive accrual of $40,000 would be excluded
completely from taxable income for all years. 4 In addition, the post-1953 positive accrual of $20,000 would be
included in taxable income of 1964, subject to limitation
of tax by theoretically spreading the adjustment to 1964
and two or more earlier taxable years. 5
If the change were initiated by the taxpayer the result
would be considerably different. Specifically, the Code
provides in that case that the entire $60,000 positive
accrual at January 1, 1964, would be included in taxable
income of 1964 subject to the spread-back limitations on
tax liability. 6 (If the change had been made in a taxable
year beginning before January 1, 1964, only 10% of the
pre-1954 accrual of $40,000 would be included in taxable
income of the year of change, with the remaining $36,000
adjustment allocated equally to the succeeding nine
taxable years. 7 However, it seems likely that if the taxpayer wished to initiate the change in years beginning
after December 31, 1963, he could obtain a prior agreement with the Commissioner to apply a similar spreadforward rule as a condition to the change.)
Who initiates the change?
It is thus clear that in cases to which Section 481
applies it is most important to identify which of the two
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parties initiated the change in method. Moving now to a
discussion of current developments, we will consider first
the cases which have a bearing on this particular question.
Taxpayers have for some time contended that a change
effected by the taxpayer to conform tax reporting to
clearly established rules would not be a change initiated
by the taxpayer, but would be a change initiated by the
government to which the taxpayer merely acceded. Regulations state an opposite position, as follows:
" . . . a taxpayer who, on his own initiative, changes
his method of accounting to conform to the requirements of any Federal income tax regulation or ruling
shall not, merely because of such fact, be considered
to have made an involuntary change." 8
In Pursell v. Comm.9 this question was raised and the
Regulations were upheld. T h e taxpayer was a wholesaler
who maintained his books on an accrual basis but reported for tax purposes on a cash basis. Commencing
with his tax return for the calendar year 1954 he began
reporting for tax purposes on the accrual basis and contended that he did not initiate the change but merely
complied with the statutory rule that taxable income
must be computed on the same basis as book income. 10
T h e T a x Court disagreed with the taxpayer, stating that
the question is who acted to make the change and is not
concerned with why the change was made. This decision
presumably would govern in any situation in which the
taxpayer acted to correct a clearly improper accounting
method, holding that the taxpayer would have initiated
the change and pre-1954 accruals would not escape tax.
Another interesting problem as to who initiates the
change arises when a taxpayer is forced to change a
method of accounting to conform to Regulations governing tax-free corporate acquisitions or consolidated returns. For example, assume that Corporations A and B
are both calendar-year taxpayers and both have been
engaged in a personal service business for many years. A
has always filed its income tax return on an accrual basis
while B has reported on a cash basis. Assume further that
on January 1, 1964, B merged into A in a tax-free
reorganization and the two businesses were integrated
into one operation. Under the provisions of Section 381
and related Regulations 11 either the cash or accrual
method must be used (in absence of consent to the contrary) for the integrated business 12 and we shall assume
that A's accrual method continues in use. There would
be a change in accounting method with respect to the
share of the business formerly owned by B and adjustments would be required to prevent duplication or omis-
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sion of income. The Regulations further specify that the
change in method would be considered as initiated by
the taxpayer 13 with the result that B's pre-1954 accruals
would not escape taxation. Of course, the reason for this
position is that A and B voluntarily entered into the
merger which in turn caused the change in method.
A similar situation would arise if A and B were a parent and wholly-owned subsidiary and they elected to file
a consolidated return for the first time for the calendar
year 1964. Under the facts assumed it is likely that the
consolidated return for A and B would have to reflect
consolidated taxable income on either the cash or accrual
method, 14 with a resulting change in accounting method
for A or B, respectively. Although the consolidated return
Regulations do not clearly state the rule, 15 it would
appear that die change would be considered as initiated
by the taxpayers since the first filing of the consolidated
return would be a voluntary act by A and B. 16
A question can arise as to who initiates a change when
an examining agent enters the scene. Certainly, if the
agent effects the change in a report ultimately approved
by his superiors and issued to the taxpayer, the following
Regulation would apply:
"A change in the taxpayer's method of accounting
required as a result of an examination of the taxpayer's income tax return will not be considered as
initiated by the taxpayer." 17
However, die answer is not so clear if an agent only
verbally states to the taxpayer, with varying degrees of
force, that the taxpayer should make the change and the
taxpayer obliges when filing his next return. In Lindner18
the agent was examining a taxpayer's returns which had
been incorrectly filed on the cash basis. T h e agent instructed the taxpayer to file its forthcoming 1955 return
on the accrual basis and suspended his investigation of
the earlier years' returns until the 1955 return was properly filed. T h e government argued that an agent cannot
by himself initiate a change but the District Court
(Utah) determined that the agent asserted his position
so strongly that the taxpayer made the change as a direct
result of his statements and representations. T h e opposite
result was reached in Falk19 and Welch20 in which the
Tax Court found that the agents had only suggested that
die changes be made and with sufficient restraint that
the initiative was not taken from the taxpayer. It is
interesting to note that in Welch the agent even gave certain schedules to the taxpayer which would be required
m making the suggested change.
It is of course impossible to assess the precise differences in facts in these cases. However, no taxpayer should
MARCH, 1 9 6 5

feel secure in effecting a change based upon any kind of
verbal direction from an examining agent.
An interesting problem has developed with respect to
situations in which the government has admittedly initiated a change but pre-1954 accruals do not escape tax
since the taxpayer's legal status has changed. For example, in Ezo Products,21 a manufacturing partnership
commenced operations in 1944 and began filing its income tax returns on the cash basis with no adjustments
for inventories. O n January 1, 1956, the partnership
assets were transferred to a corporation in a tax-free
transaction and the corporation filed its returns on the
cash basis. As a result of examining the corporation's returns for the calendar years 1956 and 1957 the Service
changed the taxpayer's method of accounting to die
accrual method and required that inventories be recognized. T h e Service reasoned:
(1) T h e partnership had not recognized accounts receivable or inventory in computing taxable income, and its basis in these assets was accordingly
zero.
(2) Since these assets were transferred to the corporation in a tax-free transaction the same zero-basis
carried over to the corporation. 22
(3) Collection of the zero-basis receivables by the corporation generated taxable income in the year of
collection; consumption of the zero-basis inventory existing on January 1, 1956 would not be
allowable as a cost of sales deduction.
Thus, as a result of the change to the accrual method,
there would be a substantial bunching of income in 1956.
T h e taxpayer contended that since the government
forced the change the provisions of Section 481 were
applicable (with the result, presumably, that pre-1954
accruals would escape tax completely). T h e T a x Court
noted that Section 481 applies only where the taxpayer
for the year of change and for the years in which the
adjustments built up are identical and rejected the taxpayer's position by holding that the partnership and
corporation were different taxpayers.
Accordingly, any taxpayer incorrectly reporting on the
cash basis must recognize that a change in his legal status
renders him vulnerable to a government-initiated change
to the accrual method without the protection of Section
481 with respect to the pre-1954 accruals or the tax limiting rules. Any voluntary transfer of a business to a corporation or trust should be made with this consequence
understood. Likewise, a sole proprietor whose business
will pass to an estate or heir should recognize that his
death will call into being a new taxpayer who will face a
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similar problem. 23 In these circumstances a taxpayer foreseeing a change in status should consider initiating a
change to the accrual method before the change in status
occurs, provided he can agree with the Service on a satisfactory method of spreading the impact of the bunching
of income over several years.
Changes vs. corrections
For income tax purposes, there is not necessarily a
change in accounting method merely because the accounting treatment of an item is different in one year
from that of the previous year. It is necessary to distinguish situations where the difference in treatment is a
correction of an error from those where the difference in
treatment is a change in accounting method.
T h e correction v. change problem is more than semantics. As previously stated, Section 446(e) requires that a
taxpayer who changes the method of accounting regularly used in his books must obtain permission of the
Internal Revenue Service before he may use such new
method in computing taxable income. However, if the
change is only the correction of an error, prior permission
would not be needed.
In Beacon Publishing Company24 the taxpayer was an
accrual basis newspaper publisher who included subscriptions in income when received. In 1943 the taxpayer
began to report subscription income as earned rather
than when received. T h e Tenth Circuit held the switch
in treatment was not a change in accounting method but
rather a correction of accounting.for a particular item in
order to conform its treatment to the overall method of
accounting. Hence, permission for the change was not
required.
If the Beacon case were to arise today, it is quite possible there would be a different result. The concept of a
method of accounting and what constitutes a change is
presently far more sophisticated. The Regulations now
make it clear that a change in method of accounting for
which advance permission is needed includes a change in
the treatment of a material item. 25 Moreover, permission
is required even where the change is from a method considered erroneous. The Regulations provide no clue as to
what would be a material item but in several recent cases
involving changes in the treatment of vacation pay, the
T a x Court has held that changes of an item which resulted in an adjustment to income of $25,000 26 or of
$19,000 2T were material in an absolute sense irrespective
of their possible minor effect on income in a relative
sense.
In cases involving years under the 1939 Code, the Tax
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Court has indicated a willingness to accept the principle
of Beacon, i.e., the change in treatment of an item will
be only a correction if the change conforms the treatment
of that item to an overall method. However, recent decisions of the Tax Court taking this position have been
reversed.
In American Can an accrual basis taxpayer changed
the treatment of vacation pay and property taxes from
the cash to the accrual basis. Although there was no
doubling of deductions (the taxpayer stipulated that it
would not take the cash basis deduction for that year)
there was a substantial reduction in taxable income resulting from the accrual basis deduction. The Tax Court
reasoned that the 1939 Code did not allow a hybrid
method of accounting and that the change was only a
correction of erroneous accounting for which permission
was not needed. On appeal, the. Second Circuit reversed,
calling attention to the need of the government to retain
control over accounting changes in order to minimize
distortion of income between years. 28
In O Liquidating Corp. the taxpayer for many years
had accrued insurance dividends as a reduction of expense but omitted from its 1953 return the accrual of the
dividend received in 1954. T h e Tax Court held permission was not required since there was no basis for the
accrual under any method of accounting. The Third Circuit reversed 29 and based its decision on the need for
consistency.
With respect to years covered by the 1954 Code the
Tax Court does not recognize the right of a taxpayer to
effect a conforming change to an overall method. In
Dorr-Oliver,30 the Court explained its change in view by
noting that under the 1954 Code a hybrid method of
accounting is permitted, 31 whereas this was not so under
the 1939 Code. Under the hybrid method there is no
need for the correction of accounting for an expense
(vacation pay in this case) to conform to an overall
accrual method.
While this view of the hybrid method may seem reasonable in an abstract sense it does not seem to be the real
explanation. It is submitted that the hybrid method as
described in the Regulations 32 contemplates a system
where gross income is determined on an accrual basis and
all expenses are on a cash basis rather than just one or
two isolated cash basis expense items. It may be more
accurate to take the position that the courts do not follow
Beacon but instead have adopted the view of a former
Chief Counsel who defined a method of accounting as:
"The accounting treatment of any significant item
according to a defined and regular plan, system or
T H E QUARTERLY

practice which has been consistently applied to that
item, whether or not such item is correct under the
taxpayer's overall method of accounting."33
(Emphasis supplied.)
The taxpayer is not alone in taking the position that a
change is only a correction of an error. When to its
advantage the Internal Revenue Service has argued that
a change forced upon the taxpayer was only a correction
of an error, so that there would be no pre-1954 cut-off
under Section 481.
In Fruehauj Trailer Company3'1 the taxpayer generally
used the lower-of-cost-or-market method for valuing
inventories but had for many years inventoried at $1.00
per unit used trailers acquired by repossession or as tradeins. At the time this method first was adopted no one
could place any meaningful value on a used trailer but
for some time prior to 1954 (the earliest year involved
in the decision) the trailers could be valued and at
December 31, 1954 the difference between the fair market value of the inventory and the $1.00 per unit was
more than $5,000,000. The Internal Revenue Service was
aware at all times of the method used and for 1942
actually tried to place the inventory on a lower-of-costor-market basis but finally required the continued use of
the $1.00 per unit method. 35 However, the Internal Revenue Service finally did force a change in accounting for
the used trailer inventory to a lower-of-cost-or-market
basis on the 1954 return under its authority to prescribe
a change where the method used does not clearly reflect
income. In addition, the Service argued that it was correcting errors in pricing and not changing a method of
accounting. As did the taxpayers in the vacation pay
cases, the Service contended that the change involved
was outside the scope of Section 481. T h e Tax Court
approved the change but agreed with the taxpayer: (1)
that the change was a change of method; (2) that the
change was initiated by the government; and (3) that
under Section 481 the cost of used trailers sold during
1954 (the year of change) should be computed by valuing
the opening inventory of used trailers on the lower-ofcost-or-market basis ($2,512,058) rather than on the
$1.00 per unit basis reflected in the closing inventory on
the 1953 return ($2,411).

change in accounting method.
The problem of correction v. change still has not been
resolved completely. For example, what kind of a change
in inventory valuation is a correction and what is a
change in accounting method? It seems logical that there
is a change of method if burden is added to inventory
where the taxpayer never has included any burden. How
should an increase in the burden rate be handled? Should
any increase be a correction regardless of its relationship
to the old burden rate? If a $19,000 item is a material
item requiring permission for change, how about $1,900?
There are presently no authoritative answers to these
questions. 30
Perhaps what is needed is a regulatory definition such
as suggested by the Committee on Federal Taxation of
the American Institute of CPAs. 37 T h e Committee has
suggested that a method of accounting includes (1) the
overall method of accounting (cash, accrual, etc.) ; (2)
the treatment of items specifically authorized under the
Code (depreciation, bad debts, inventory, etc.) ; and (3)
the accounting treatment of any material item which has
been consistently treated for at least five years. For this
purpose a "material item" would not include any item
where under Section 481 the adjustment would be less
than 10% of average taxable income for the five years
preceding the year of change but not more than
$250,000. In addition, a change would not be a change of
a material item if it would cause a Section 481 adjustment of less than $3,000.

The government lost the Fruehauj case insofar as Section 481 is concerned. However, on the question of defining an accounting method the opinion is consistent with
those of other cases in which the question has been
whether the taxpayer required permission for the change
he sought to make. Thus, the opinion would seem to
establish firmly Internal Revenue Service control over a

A welcome innovation in Internal Revenue Service
rules which should go far in eliminating this problem is
the method for changing an "accounting practice" 3 9 recently ruled upon in Revenue Procedure 64-16. Under
this ruling the question of whether a change in practice
is a change in method of accounting will not be raised,
considered or conceded by either the taxpayer or the
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Simplifying

a complex

problem

The Internal Revenue Service seems to have complete
control of changes in accounting. It appears quite difficult to change the accounting treatment of any item of
income or expense without advance permission. In view
of the narrow restrictions on the time when such permission may be requested 38 accounting methods may stagnate and continue to be used for tax purposes long after
they have any meaning. Further, the disinclination of
many taxpayers to have differences between hook and
tax accounting probably causes many taxpayers to perpetuate outmoded accounting in the books as well as the
tax return.
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Internal Revenue Service. Until the Service has adopted
guidelines as to what is a change in accounting method
a taxpayer will be permitted to change the accounting
for particular items of income or expense to an acceptable method provided the taxpayer agrees to spread over
a 10-year period the adjustments arising out of the
change. Although the ruling ordinarily will apply to the
first year for which a return has not been filed, experience indicates that the Service is reluctant to consider
any request to change unless it is received at a date sufficiently in advance of the due date of the return (including extensions) for the first year of the change for the
Service to rule on the request. If such a request involving
a negative adjustment is approved, the adjustment for the
year of change will be minor and the difference between
the normal adjustment and the one made will be taken
into account during the second and third years of the ten
year changeover period.
The taxpayer who seeks to make a change in accounting practice should write to the National Office of the
Internal Revenue Service. T h e letter should state the
over-all method of accounting used; the accounting
practice used for the item or items to be changed; the
practice to be used in the future; the amount and nature
of the adjustments; whether or not the taxpayer's accounting procedures presently are involved in a return
under examination; that the taxpayer will take the adjustment into account over a 10-year period and will
enter into a written collateral agreement to that effect.
The amount of the adjustment would be that required
to prevent duplication or omission of the item. Assume
that an accrual basis taxpayer has been deducting vacation pay on a cash basis and wishes to change this practice beginning with the calendar year 1965. At January 1,
1965, the accruable vacation pay amounted to $45,000.
If the change is made, a deduction would be allowable
for the amount accruable at December 31, 1965. T h e
$45,000 beginning-of-year liability (presumably paid
during the year) would be spread over a 10-year period
beginning with 1965.
Where the accounting practice is a question in the
audit of the taxpayer's return, the change can be made
effective with the return most recently filed. In this case,
the letter should be submitted through the District Director and while awaiting action of the National Office, the
local audit procedure on this particular issue will be
suspended.
In a collateral agreement which the Service asked one
taxpayer to sign, the latter agreed to make the change
for die year of transition (i.e., the first year to be affected
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by the change) ; that there was no issue involving the
item pending with the Internal Revenue Service or any
federal court; that after the change was effected the taxpayer would not attempt to obtain a refund for any prior
year based on the item involved; that one-tenth of the
adjustment would be picked up each year; that any balance of adjustment remaining when the taxpayer ceased
to engage in a trade or business would be taken into
account in a final return unless the cessation of business v
was because of a transaction subject to Section 381, in
which case presumably the balance of the adjustment
would be taken into account by the successor.
There are a few situations in which the change of
accounting practice ruling may not be used: a change in
the over-all method; a change from charge-off of specific
accounts to the reserve method of treating bad debts; a
change from L I F O to F I F O inventory valuation; a
change from farm price and from unit-livestock; a change
in the method of depreciation. Any of these changes
would have to be requested as a change in accounting
method (i.e., byfiling Form 3115 within 90 days after
the beginning of the year of change). However, it is
•important to note that the ruling can be used to effect a
correction of understated inventories, one of the more
prevalent accounting method problems.
Conclusion
In conclusion, it can be said that two important developments in the area of accounting method changes have
occurred within recent years which greatly overshadow all
others. First, a series of judicial decisions have come down
which have clearly established the authority of the I
Internal Revenue Service to thwart changes in particular
items of accounting even where the accounting profession
would clearly regard the effect of change as immaterial.
Second, in the exercise of that authority, the Service has
issued Revenue Procedure 64-16, under terms of which
rather liberal provision is made for effecting many
changes to the benefit of either the Treasury or the taxpayer. T h e Revenue Procedure offers both a means of
correcting long-term understatements of inventory and
of effecting minor corrective changes to an overall
accrual method.
1

Regs. Sec. 1.446-1 ( e ) .
The Geometric Stamping Company v. Comm., 26 T. C. 301 .
( 1 9 5 6 ) ; Klein Chocolate Company v. Comm., 36 T. C. 142
(1961).
3
Regs. I l l , Sec. 29.41-2 and - 3 ( 1 ) ; Regs. Sec. 1.446-1 (a) (4)
(i)and(c)(2)(i).
2
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Would an ad like this catch your eye? Would it spark a
dream of far away places? No, TRB&S does not run
advertisements of this kind, but now it is possible to turn
such a dream into reality. The rapid development of our
International Group has created a growing demand for
experienced people eager to work in other countries. A
number of U.S.A. personnel already have seized this opportunity, as shown by the pictures on these pages. There
are openings for more such people . . . perhaps not in
Thailand, but in Europe, South America, the Caribbean
area, wherever TRB&S offices can be found.
The men shown on these pages are on temporary assignment to our member firms in France, J a p a n and Puerto
Rico. Each will work in the other country for two years
or more, bringing to the member firm his experience in
U.S.A. auditing standards and procedures, and at the
same time gaining valuable experience in the business
practices of his host country. The experience of living and
working in another country is much more than an opportunity to learn a new language. It is an opportunity to
observe and understand a different culture and different
business practices. With U.S. businesses moving into international ventures at an unbelievable rate, this experience
will be extremely valuable. When these people return to
the U.S.A., each will find an office eager to have him.
What kind of people are wanted for this program?
Above all, they should be eager for the exciting experiences of living and working in a strange country. Husband
and wife must be willing to learn a new language, to
honor new customs, and to adapt to different living conMARCH, 1 9 6 5

ditions. Many adjustments are necessary, but the rewards
are great.
Interested? Write to the International Coordinating
Office in New York and see if there is a place waiting for
you!

Herbert Sprague of our Philadelphia office will be assigned to one of our member firms in Latin America later
this year. His regular Spanish lessons under the firm's
program with Berlitz are supplemented by his wife's instruction at home.
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Everywhere in Tokyo you see the blend of the Western and Oriental cultures and traditions. At a nearby
market, Yumi and a fellow shopper in native dress
look over the erocer's stock.
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Benjamin Case and his attractive ««e, B^ara 1 and he tr ns
Won trom NliWauta to Paris a little drifted at rst but m
creasing contidence vdth the language and t h e * fulness ot
oar associates in Paris soon made them feel at home. No*they
enjoy the city during the week, its environs on weekends, and
the rest ot Europe during vacations.
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The cy writers of Pittsburgh are almost forgotten by P Roger
Fettero/f Last spnng, Roger was invited to join the staff of our
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accepting are now gone. Roger has found the work varied and
chal engmg, and he is making the most of the many op ortuni
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Flow Charts
for
Audit
Pu rposes
by Robert M. Rennie

V
INTRODUCTION
A fundamental requirement for the auditor in expressing a competent opinion of the credibility and fairness
of financial statements is that he has sufficient knowledge
— particularly from the point of view of internal control
of the accounting system which produced the information used in the statements. It is therefore essential, particularly because of the continuing nature of most audit
engagements, that this knowledge of the system be recorded in such a way as to facilitate future reference
and to highlight any system deficiencies.
The purpose of this article is to illustrate and explain
the use of flow charts as an aid in the determination and
evaluation of a client's accounting system, and as a means
oi recording these findings in an orderly, concise and
comprehensive manner. It should be clearly understood
^ARCH,
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that flow charts and their related narratives are only a
part, though an important one, of the information we
must have in our files with respect to a client's accounting procedures and internal controls. They are not intended to be an elaborate or detailed system's study; their
prime purpose is to assist the auditor in evaluating the
client's accounting system as a means of producing satisfactory information for financial statement purposes.
The flow chart techniques used in this outline are not
elaborate. Using six basic symbols, a simple but effective
method is demonstrated of flow charting two major segments of an accounting system in a medium sized manufacturing company. The accounting procedures which
are illustrated are not intended to be ideal but are used
only as a means of showing how flow charts may be
developed on an audit assignment. The following sections
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graphic nature, flow charts tend to indicate and highlight
more clearly weaknesses or deficiencies in accounting systems and systems of internal control. This is one of the
prime functions of flow charts for audit purposes and is
sufficient in itself to justify their use.
Understand

system

It enables the system to be more quickly understood by
the members of the audit staff; the information is presented in a concise graphic manner which may be understood with minimum difficulty. This is particularly important where for various reasons members Of the audit
staff are being rotated. For larger clients it is often the
most desirable way of acquiring an overall grasp of
accounting procedures and the system of internal control.
Creates interest
It creates more interest and enthusiasm on the part of
the audit staff because they can better appreciate the
functioning of the system and hence the reasons for our
tests.
Recommendations

for

improvements

It produces more valuable and more realistic recommendations to clients on internal controls and system efficiency because of the increased awareness by the audit
staff of accounting systems and document flow.
Better use of audit time
It emphasizes more forcibly those areas of the accounts
which require more attention and therefore assists in a
better budgeting and use of audit time.
Reduces interference with client's staff

indicate some of the advantages and disadvantages of
flow charts for audit purposes as well as outlining how
the techniques may be applied.
ADVANTAGES
There are a number of advantages in the preparation
of flow charts and they include the following:
Comprehensive

survey — highlight

weaknesses

In order to prepare proper flow charts a comprehensive
survey of the accounting functions must be made. The
fact that information is incomplete or piecemeal is
usually more evident when it is being recorded on flow
charts rather than by some other means — for example in
complete narrative form. In addition, because of their
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It fosters client's goodwill because new audit staff
usually require less time for system orientation, and interference with client's staff is kept to a minimum.
Reduces test

checking

It can result in a reduction in the volume of test checking. This may be achieved by (a) indicating certain areas
where the internal controls are satisfactory and the volume of test checking could be reasonably reduced; or
(b) by suggesting certain areas where it would be more
appropriate to test in depth a lesser number of transactions instead of checking a greater volume in a superficial manner.
DISADVANTAGES
In spite of the number of advantages which flow charts
have for audit purposes, they do have several disadvantages :
T H E QUARTERLY

Unusual transactions

overlooked

Flow charts are usually concerned with the normal
type of transactions. Unusual transactions which are also
of interest to the auditor may be overlooked. This is perhaps the most serious disadvantage that flow charts have
from an audit point of view and it must be guarded
against. One of the safeguards is an effective test of transactions which is designed to expose any unusual conditions which may exist and which are unacceptable
deviations from normal procedures. However, there may
be acceptable deviations from a procedure which are not
practical to flow chart. These deviations should be indicated in a supplementary narrative to the flow chart as
described in the following sections of this article. Such a
record is necessary to prevent these acceptable deviations
from being overlooked by the auditor in his review of the
system in subsequent years.
Difficulties in

ing or manufacturing company the auditor should have
on file flow charts for at least the following eight general
areas. In the larger companies it may be necessary to
have two or more flow charts in a particular area.
Sales
Accounts receivable
Receipts
Purchases

Payables
Payments .
Payrolls
Inventory control

Generally speaking, the larger the client in terms of
accounting paper flow and diversification of accounting
procedures the more appropriate and useful are flow
charts.
In summary, it is essential that we have adequate information in our files which outlines the client's accounting
procedures and our opinion on the internal control. If
this information is lacking the audit files are deficient,
and flow charts are recommended to correct the deficiency.

preparation

Some auditors because of lack of familiarity or training in preparation of charts may not produce neat and
intelligible flow charts in a reasonable length of time.
This could be a serious shortcoming which would defeat
the purpose of preparing flow charts. However, some brief
instruction and subsequent practice in using the simple
techniques described in this article should reduce this
disadvantage to a minimum.
Changes in system
Minor changes in the client's system may occasion the
complete redrafting of certain of the charts. However, the
same condition applies regardless of the method the
auditor employs to record his review of the client's accounting procedures. In some cases involving a completely
narrative type of system description, it could require a
complete rewriting of a narrative with considerably more
time involved.
The advantages, therefore, under normal circumstances
far outweigh the disadvantages of using flow charts for
audit purposes.
W H E N T O USE F L O W C H A R T S
The decision to use flow charts must rest with the
partner in charge of the audit. Very small clients operating mainly on a cash basis would not normally require
flow charts. Usually a brief narrative description would
provide the necessary information. However, where a
client has a number of accounting procedures requiring
the use of various forms in each procedure, then the use
of flow charts is recommended. In a medium-sized tradMARCH, 1 9 6 5

PREPARATION OF CHARTS
There are two stages in flow charting a client's accounting system. These are:
a) A preleminary survey
b) T h e preparation of the charts and supplementary
narratives
Preliminary

survey

As the description implies, the preliminary survey involves the selection of a particular accounting procedure
(for example, sales), determining the type of transaction
involved in the procedure and then investigating and
documenting the forms and methods which are used to
record and account for the transactions. This may be
achieved by the selection of a number of transactions —
for example sales orders — and tracing them through the
client's accounting system and obtaining any explanations
necessary from the employees actually performing the
work.
It is usually helpful to obtain blank copies of the
forms in question, making whatever notes are necessary
on the respective forms as to approvals, routing and other
significant information. It is also helpful to draw very
rough flow charts to show where documents are routed
and where the internal control check points are. (An
example of an internal control checkpoint is the balancing
of subsidiary ledgers with control accounts.) The determination of internal control check points and whether or
not they appear to be working, as evidenced by the test
samples being used, is extremely important. Careful notes
should be made in this area. An internal control ques-
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tionnaire should be very useful during the preliminary
survey.
T h e time required to complete a preliminary survey
is dependent almost entirely on the size and complexity
of the client's accounting procedures but it should be continued until the auditor is satisfied that he has sufficiently
accurate information to prepare his flow charts and have
a reasonable idea of the system of internal control.
U p to this point the auditor's approach to a system
review for audit purposes is the same for any audit
whether or not flow charts are used to document the
results of the review.
Drawing flow charts
T h e flow charts which are presented for illustration in
this article are divided into two main parts:
1. T h e chart
2. The supporting narrative
T h e preparation of the charts, using the information
obtained in the preliminary survey, is relatively simple.
However, the following points should be kept in mind:
1. T h e standard set of symbols used in the illustration
should be used for sake of uniformity by our offices
when charting non-EDP systems.
2. The arrangements of the departmental columns
on the chart should be such that the direction of
flow on the chart is from left to right as much as
possible.
3. The description of the form should appear only
once at the point of origin.
4. Avoid charting those copies of a form which are
used for non-accounting purposes. These may be
mentioned briefly in the narrative and the destination indicated.
5. T h e disposition of all forms on the chart must be
indicated — at any stage a form can be either (1)
filed or (2) used in another operation. This must
be indicated in each and every case.
6. T h e consecutive number reference of each form
on the flow chart should if possible follow the
actual sequence of the form in the system. For
example, a weekly payroll would precede the payroll summary and this should be indicated by the
numerical sequence.
7. When a document originates in a department it
should appear, where possible, in the departmental
column above other documents coming into the
department.
8. Where possible the operation to be performed
should be indicated in the operation symbol. If the
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9.

10.

11.

12.
13.

operation is lengthy, a numerical cross-reference to
the supporting narrative may be made in the operation symbol and the narrative would then outline
the procedure.
Do not crowd the chart — use enough space. If necessary a second sheet may be added to complete
the flow charting of the procedure in question. The
rough flow chart prepared in the preliminary survey will provide some idea of how much information is required on various portions of the chart.
If two flow lines for different forms intercept, the
lines causing the interception should be broken bymeans of a half loop.
Every chart should have a title, showing the
client's name and procedure as well as the person
preparing the chart and the date it was prepared.
Use an eraser freely. You may find you erase more
often than you write — even after long experience.
Use chart paper and template.

Supplementary

narrative

The supplementary narrative to the flow chart will,
like the chart, be developed out of the information gathered during the preliminary survey of the system. This
narrative is intended to supplement and must not duplicate information that is evident on the chart. The narrative should show for example the approvals required on
various documents, the reasons for sending certain documents to a particular department (unless this is self
evident) and any other information which cannot practically be placed on the chart but is essential for understanding the accounting system and the features of internal control.
In addition, the narrative should also show any exceptions which cannot be charted. For example, the chart
may show that a reconciliation of certain information
must be prepared at a particular point. If the items do
not reconcile, the narrative should indicate what adjustment steps are necessary — the narrative should show particularly the name of the individual who investigates and
approves the adjustment.
It is recommended that a concise outline of the major
features of internal control in the accounting procedures
be indicated in the narrative outline as well as any weaknesses which have been detected in the system review.
This information on internal control is essential since it
is the logical and necessary outcome of the system review
and it supports our audit program.
If possible an estimate of the volume of paper processed per period (weeks, months, etc.) should be indicated
T H E QUARTERLY

for the respective accounting forms. This is significant for
our audit test work as well as for possible suggestions for
improving the system.
In summary then the following points should be observed when preparing a narrative supplement to a flow
chart:
1. Be concise.
2. Do not duplicate information which is evident on
the flow chart.
3. Deal with matters that are concerned primarily with
the accounting system and the system of internal
control.
4. Highlight the major features of internal control.
5. Outline any major weaknesses detected.

APPENDIX A
STANDARD F L O W C H A R T SYMBOLS

6. If possible estimate the volume of the respective
forms — per period.
CONCLUSION
Flow charts are a simple and effective technique for
recording in a clear, concise manner information which
is essential for an efficient and productive audit. Their
use is strongly recommended —
1) for the increased efficiency they can promote in our
work,
2) as a means of highlighting weaknesses and deficiencies in a client's accounting system and
3) for the savings in time and money they can produce
for us and our clients.

Client:
ABC Company Limited
Procedure: Weekly factory payroll
Chart No.: I

Document — as indicated
(the shapes of the symbol
should approximate the shape
of the document)

2.5

Operation — as indicated
or
Operation — as referenced to
supplementary narrative. The
first number corresponds to
the document number on the
flow chart; the second number to the particular copy.

—1> Physical flow

©

Document number —
supplementary narrative

<3>

Filed numerically

<$>

Filed alphabetically
or
Filed alphabetically; document
— copy number indicated

<8>

Book or ledger
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ACCOUNTING PROCEDURES
AND INTERNAL CONTROL
ACCOUNTING
Document
Number
1

PROCEDURES

Employment and rate authorization slip
All forms have rate authorized by personnel
manager. Rate changes are by means of an
approved rate change slip prepared in triplicate by personnel department; routing
similar to original slip — 300 employees —
changes 10 per month.
Deduction slips
Both copies signed by employee. Changes
effected by new forms which are signed by
employee (as above).
Job time tickets
Prepared by employees daily for each job,
including indirect labor. All tickets approved by shift foreman. This includes the
approval of any overtime. On Friday of
each week, factory cost clerks sort all tickets
by employee number, review all tickets for
foremen approval and general completeness.
Tickets are batched and a duplicate adding
machine tape is prepared of hours shown on
time tickets; the original tape is sent with
the batch to the time keeping department;
duplicate tape is kept by factory cost clerk.
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10

18

Any differences in hours are investigated by
time keeping department with factory superintendent who must approve any adjustments. Tickets are sorted after reconciliation
into job number order — 400 direct labor;
60 indirect labor tickets per week.
Employee time cards
All factory employees are required to punch
a time card. All punch clocks are at main
door under surveillance of time keeper —
300 per week.
Time reconciliation report
Approved after completion by cost accountant.
Labor distribution
summary
Approved by factory superintendent; used
for standard journal entry 15. (Debit work
in process and indirect labor, credit payroll
clearing.)
Weekly payroll
Payroll sheets are reviewed and initialled by
department foremen. A payroll accounting
machine is used to prepare the payroll and
this also produces the payroll checks and the
payroll summary.
Payroll summary
Prepared simultaneously with weekly payroll. Both copies are approved by the comptroller and the factory superintendent.
Payroll voucher
Payroll voucher is approved by secretarytreasurer and is the basis for making a bank
transfer from the general fund to payroll
bank account. (Debit payroll clearing, credit
withholding taxes, deductions, etc., general
bank account.)
Payroll checks
Payroll checks are prepared simultaneously
with weekly payroll sheets and are signed
by secretary-treasurer and comptroller.
Checks are drawn on an imprest payroll
bank account and are distributed on Wednesday of the week following the pay week.
Checks are delivered by payroll accountant
to the shift foremen on Wednesday morning
and afternoon. Pay is distributed by shift
foremen accompanied by a general accounting department employee. Unclaimed wages
are returned to the payroll accounting department and after three days are deposited

in payroll bank account
tributed per week.
INTERNAL

300 checks dis-

CONTROL

Main features
Internal control is satisfactory and the following are
the main features:
1) There is a clear separation of duties between employees preparing payroll (payroll department),
timekeeping (factory and timekeeping department)
and distribution (foremen and general accounting
staff). Occasional pay-offs are made on a surprise
basis by the chief accountant on positive identification.
2) There is an internal check between two independent departments on hours and dollars —
Hours-—time reconciliation summary for job
time tickets in the factory and clock
cards in timekeeping department.
Dollars—payroll clearing account in general
ledger which records clearing entries
from the cost department (labor distribution summary—journal entry 15)
and accounts payable department (payroll voucher).
3) Authorizations are required for all rate changes,
additions and separations.
4) Approvals are required for overtime (foremen)—payroll sheets examined and initialed (foremen) —
and payroll summary is approved by comptroller
and factory superintendent.
5) Time clocks are in use.
6) Employees paid by pre-numbered checks drawn on
an imprest bank account which is reconciled
monthly by an employee (general accounting clerk)
unrelated to the payroll function. This clerk picks
up checks and bank statements directly from bank.
Reconciliation is reviewed and initialed by chief
accountant.
7) Proper control is exercised over unclaimed wages,
deductions from payrolls, old outstanding checks
and blank checks.
8) All clerical work checked.
Weaknesses noted in system
Our payroll examination has disclosed the following
weaknesses (which have been reported to the client) and
our audit procedures have been designed with these
weaknesses in mind.
T H E QUARTERLY

1. Missing approvals on labor distribution summaries
and payroll summaries.
2. Several instances of unexplained differences between
clock card hours and job ticket hours.
3. Missing foremen approvals on payroll sheets.
4. Delays in investigation of differences in general
ledger clearing account.

2.4
2.5

2.6

Prepared by: A. Auditor
Date: October, 1964
Client:
ABC Company Limited
Procedure: Sales (credit)
Chart No.: II
2.7
ACCOUNTING PROCEDURES
AND INTERNAL CONTROL
ACCOUNTING
Document
Number
1

PROCEDURES
2.8

Customer's order
The customer's mail request is attached to
the original order. All customer's orders prenumbered and numbers are accounted for.
Acceptance of order is indicated by department managers initialing form — volume
800 per week.
Sales invoice and shipping set

Copy
Number
2.1
2.2

2.3
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Operation
Order acknowledgement — afteracceptance.
Approved by the manager sales
department as authorization for
finished goods d e p a r t m e n t to
send goods to shipping department. Posted to material quantity control Kardex in finished
goods department.
Approved for quantity and type
of material by inventory control
manager in finished goods department; sent with material to
shipping department; shipping
department must have this approved form before material is
shipped.

Inventory turnover report.
Held as control over customer's
orders awaiting shipment—regular follow up is made of orders
delayed more than three days in
absence of special instructions.
O n r e c e i p t a n d c o m p a r i s o n of
completed shipping report document 3.1, copy 5 is sent to customer; and copy 6 with shipping
report attached is entered on
weekly billing summary and then
sent to accounts receivable department for customer account
posting.
Packing slip copy — held pending
receipt of goods with copy 3 —
c o m p a r e d w i t h copy 3 a n d
packed with material — sent to
customer.
File copy for sales order department.
All clerical o p e r a t i o n s are
checked and the numbers of all
sales invoice sets are accounted
for in sales order department.
Customer's order, shipping report and sales invoice numbers
are correlated and numerically
cross referenced. Billing department checks quantities, prices,
extensions and terms before mailing invoice to customer. Billing
department also accounts for the
numerical sequence of sales invoice numbers. Delays longer
than three days in receiving shipping report from shipping department are investigated by the
billing d e p a r t m e n t m a n a g e r .
Differences between quantities
shipped (per shipping report)
and customer's invoice are also
investigated by billing department manager who must have
sales manager's approval of any
adjustments. Special terms or
discounts must be authorized in
writing by credit department
with a copy to the billing departT H E QUARTERLY

ment. Standard terms are 2%
10 days net 30 days—volume 800
per week.
Shipping report
T h e material to be shipped together with
document 2.3 approved by the inventory
control manager is received from the finished goods department. Document 2.7 is
removed from pending file and agreed for
quantity and type of material with form 2.3
and prenumbered shipping report is then
prepared.

Cost of Sales
summary-weekly
Approved by cost accountant.
Internal Control
Main features
Internal control is satisfactory and the following are the main features:
1. Approval of credit terms; approval and
acceptance for quantity and type of
merchandise.
2. Department originating invoices is divorced from custodianship and record
keeping.
3. Goods are released only on receipt of
approved orders (sales department approval to finished goods; finished goods
department approval to shipping).
4. Internal check points correlate sales
order, sales invoice and shipping report.
5. Independent accounting control over
accounts receivable and inventory.
6. All major documents prenumbered,
cross referenced and numbers accounted for.
7. Proper approval of all adjustments.
Weaknesses disclosed in the system
A few minor weaknesses have been disclosed
by our examination but they are isolated,
infrequent, relatively unimportant and have
been corrected. Our sales audit program
therefore may be kept to a minimum.

Copy
Number
3.1

Operation
Local delivery—sent with goods
to customer for signature as acknowledging receipt; returned by
trucker to shipping department.
Out-of-town — copy of bill of
lading attached by shipping department.
Attached and routed with document.
All numbers are accounted for. Any undue
delays in receiving material for shipment
(file of open packing slips document 2.7)
are investigated by head shipper. Any differences in quantities or types of goods are
investigated by head shipper. Differences
require approval of both sales order and
billing managers — volume 750 per week.
Billing summary — weekly
Summary approved by billing department
manager.

TRB&S People Pass CPA

Prepared by: A. Auditor
Date: October 1964.

Examinations

Boston—Everett Howe
Cincinnati—Richard Manheimer
Dayton—Joel T. Presby
Denver—Milton W. Bollman, Fred E. Martin, Richard
L. Peterson, Allan M. Striker
Detroit—Armen Asher, Maurice G. Marr

Milwaukee—James Larson, Kathryn McDonald, James
S. Pollard
Minneapolis—Richard R. Kostboth, John A. McFarland, Janet E. Petiniot, David S. Sommers
N e w York—Barry P. Borodkin, John T. Durkin, Robert
F. Landherr, Michael C. Vaupel
Philadelphia—Howard Grabelle, Frank Magann

Grand Rapids—David J. Immonen
Houston—Joseph M. Fleckinger, Larry S. Glazer
Kansas City—Thomas G. Curry
Los Angeles—Charles Cox, Bob Gilroy, Joe Incaudo,
Gary Thrall, Bill Worthen
Memphis—M. Deloach
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Pittsburgh—Kent D. Bowen, Harry W. Witt
Portland—Richard Lowell, Osmond Hyde
St. Louis—Richard D. Boland
San Diego—Clark Sarchet, Donald L. Wood
Seattle—Edward R. Wolfe
T H E QUARTERLY

Continuing Challenges
in Accounting
by Oswald Nielsen

Oswald Nielsen, professor of accounting in the Graduate School
of Business at Stanford University, is a contributor to many business and professional publications, and has lectured widely on
accounting and economic subjects. He is a graduate of the University of Chicago and holds the Ph.D. in Economics from the
University of Minnesota. A C.P.A. in the State of California, he
has had considerable years of experience in industrial accounting
and control, research, and education.
Dr. Nielsen is a member of the American Economic
Association,
the Financial Executives Institute, the American Institute of Certified Public Accountants, the California Society of Certified Public Accountants, the Budget Executives Institute, the National
Association
of Accountants,
and the American
Accouuting
Association.

Some years ago, when an accounting professor was
asked why he did not choose to contribute to the literature
in his field, he responded that everything about accounting had already been written. Another man almost at the
age of retirement, who had contributed greatly to the
growth of managerial accounting, was overheard to remark that if today's young men would stop trying to improve accounting and realize that that had been done by
his generation, perhaps we could get somewhere. Although
these extreme expressions are enough to create suspicion
on the part of any thinking accountant, they also serve as
reminders that even among those engaged in accounting
activities, many are scarcely aware of how accounting is
growing to meet the needs of contemporary business. Nor
do some people realize that the challenges to accounting
are enough to induce talented men to apply insight and
MARCH,
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inventiveness toward continued improvement. The following paragraphs indicate something of the nature of the
growth already in progress. There are also suggestions on
how these developments are indicative of areas in which
the talents of accountants must be challenged to adapt
accounting to contemporary business problems.
Forces for Growth
One of the most outstanding qualities of accounting in
the last few years is the tremendous degree of development
in theory and the applications relative to it. Some of this
development has been injected by outside forces, such as
the mathematical analyst, who contributed the idea of
using operations research in business planning and decision making. Considerable growth, however, has been
generated within the profession itself. Included in the ac-
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counting profession are not only certified public accountants, but also those engaged in private and governmental
accounting.
T h e internal generation of improvement stems from the
fact that progressive minded accountants are willing to
take inventories of themselves. They appraise their virtues
and weaknesses dispassionately and attempt to find their
strong qualities and eliminate their weaknesses. In many
respects this soul searching has been the forerunner of the
significant developments that have occurred. External
impetuses have occurred because people outside the accounting fraternity demanded the generation of data
made possible by the advent of the computer and the
adaptation of the new mathematics to business planning
and decision making.
Need for General Acceptance

of Standards

Much soul searching has related to the varied and uncertain meaning conveyed by the accounting reports made
available to the public. Comparison of one industry with
another is frequently impossible through review of balance
sheets and income statements. The same is often true in
the comparison of one business with another in the same
industry. Accountants realize that these disparities result
from a lack of generally accepted accounting standards
for all firms so that the same information might have
similar treatment regardless of its source in our society.
Accounting

Principles Board and Its Problems

In 1958, the American Institute of Certified Public
Accountants established the Accounting Principles Board
with the hope that that body would do something toward
the formulation of generally accepted accounting standards. T h e first move was essentially the setting in motion
of a research department. O u t of this research department
have come a number of monographs dealing with various
phases of accounting. They were published to direct attention to matters that in some way or other might be encompassed in generally accepted accounting standards. It is no
discredit to the authors of these monographs that there has
been divided reaction to them. Essentially, the positions
taken have not attained the status of becoming generally
accepted accounting standards. The short pronouncements
of the Accounting Principles Board on such matters as
depreciation guide lines and investment credit have not
had the far-reaching effect of gaining uniformity on the
matters to which they pertain. Unfortunately, the second
pronouncement by this Board on the investment credit had
the effect of expanding the alternative methods of treatment rather standardizing any single method.
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Studies oriented to the development of generally accepted accounting standards (usually called generally
accepted accounting principles) are to continue. Publications by die Accounting Principles Board will give all
accountants an opportunity to review the findings thoughtfully and react to the promulgated standards on a general
philosophical basis. Their reaction should be philosophically oriented because we need to formulate generally
accepted accounting standards on the basis of objective
reasoning. This is in contrast to the earlier approach by
the Committee on Accounting Procedure of the American
Institute of Certified Public Accountants, which sought
to establish generally accepted accounting standards as
intellectually acceptable approximations to M O D A L accounting practice. Instead, there is need for unifying die
philosophical background in formulating what should be
generally accepted accounting standards.
Integration of Managerial and
Reporting Accounting
Standards
In much of this thinking, an effort has been made to
develop what the accounting profession calls generally accepted principles of financial accounting. This presupposes the existence of a distinct area of managerial
accounting, clearly separated from so-called financial
accounting. To put it another way, it has been assumed
that the financial accounting of a business enterprise deals
with reporting to those outside of the managerial family.
It is in effect an external reporting. It covers reporting to
governmental agencies (including the filing of tax returns) , to stockholders, credit grantors, and to the general
public, including labor. Then it has been assumed that
there should be a separate accounting with its own philosophy, dealing with aspects of the internal management
of the business. It is unfortunate that many fail to recognize matters of administration as being part of financial
accounting, which indeed they are. Besides, financial administration is an internal function that requires extensive
use of accounting data.
Much of the internally oriented accounting stems from
a philosophy independent of the thinking behind accounting which deals with external reporting. It seems that this
attitude emanates from the fact that accounting which
deals with external reporting has largely developed to
meet the most immediate needs of business (relating to
such matters as collection from customers, paying bills,
borrowing money and paying taxes) and that therefore,
it need have no relation to the conduct of business affairs
by management. Consequently, a system seemingly has
developed for incorporating this type of information into
T H E QUARTERLY

the records. A slightly different orientation from this external reporting was needed for information to be used in
management. The generation of managerial information
has developed through haphazard and certainly disconnected thinking. We need to develop a unified body of
thought for information dealing with internal management and this information must also be properly inteorated with the information used for external reporting.
A few illustrations of this need might be appropriate.
In the first place, the entire financial management of
a business needs to be oriented to planning and decision
making. Our general system of reporting was developed
through the historical collaboration of the Federal Reserve
Board and what is now the American Institute of Certified
Public Accountants. T h e presentation of information was
oriented primarily to the needs of the commercial banker,
as one might well expect from knowledge of the interests
of the Federal Reserve Board. Briefly, but with a high degree of accuracy, this information was oriented to possible
catastrophic situations rather than to those of the going
concern. Instead, for financial management, we need information showing what the decisions are, how these decisions coordinate into a unified plan and what effect they
will have upon the future financial"position of the firm.
In order to accomplish this we need to generate pro forma
financial statements which would indicate the anticipated
effect of financing. These need to be integrated with historical reports to see how reliable financial planning has
been and to measure the effectiveness of management in
carrying out coordinated plans. The progress already made
in this respect needs to be intensified.
Management

Includes its Financial

Implications

By way of another example, factory cost data are important not only because of their connection with inventory production and managment, but partly because of
the costs involved in maintaining an investment in inventories. This investment is not only a matter of the size of
stocks laid aside as buffers against surprise shipments, but
also assumes significance in relation to the length of the
productive process. Here is an important area in which
internal and external accounting need to come together.
A sheer valuation of inventories on a L I F O basis does not
demonstrate the seriousness of the problem of inventory
investment. We are also aware of the fact that L I F O inventory valuations usually are valueless with respect to
handling insurance protection on goods.
Fixed asset accounting, including depreciation accounting, is scarcely oriented to either external financial reporting or to management in that it is largely an income tax
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matter on the books and, of course, so is investment credit
accounting. Such fixed asset accounting is useful neither
for managerial uses nor for general external reporting in
our society. Thus we need to give more attention to the
accounting problems dealing with both short-term and
long-life assets.
While discussing planning and decision making as important managerial roles, we must realize that the information generated for these purposes has the general quality of being uncoordinated, probably because of the spasmodic nature of the development of thinking along these
lines. We need to give greater attention to developing a
unified body of thought with respect to planning and decision making. Is there a better way of bringing our thinking
together on current asset accounting and fixed asset accounting? Why must we have uncoordinated theories of
inventory management and of capital budgeting? Both
involve the commitment of capital for a considerable
length of time. This being the case, it is important for us
to integrate information about them.
Appraisal of

Performance

Another important area that needs considerable work
is the appraisal of performance. We need to have appraisal
of the capacity of management to follow a plan and also
of the capacity of management to formulate a plan. Both
of these areas need refinement. In addition, we need accounting that will indicate where management needs to
take its own corrective action. We also need additional
research and writing in connection with the analysis of
variances from plan.
Another area about which we know relatively little is
the control and planning of marketing costs. As marketing
becomes an increasingly important element of business
activity, we need to give it added attention. The emphasis
directed to accounting for factory costs occurred when
manufacture was the serious problem in making goods and
services available to customers. Now that the marketing
of goods and services has increased in relative importance,
we need to give attention to the decisions that affect this
activity and the costs which are involved. We need to build
further on the thoughtful work that already has been done
in this area.
Injecting

Better Accounting

into the Tax

Structure

T h e need for better accounting in the tax structure presents another challenge to the accountant. It is true that
from the inception of income taxation in the United States
there has been some attempt to follow accounting, but
there also have been many attempts to meet the problems
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of certain specific groups, even to the extent of departing from generally accepted accounting. Despite these
attempts, changes in the tax structure have not been made
as improvements in accounting have occurred. By way of
example, one troublesome area in income taxation has
been the entire matter of the investment credit, which
was written into the Internal Revenue Act of 1962. It
provided for a reduction in income tax by the amount of
the allowable investment credit and also provided that
the depreciation base should be reduced by this same
amount. Some of the writing generated to deal with the
investment credit has been awkward, and attempts to iron
out any sort of accounting system (such as those made in
Opinions 2 and 4 issued by the Accounting Principles
Board) have caused additional complications in accounting for any deferred income tax and in accounting for the
depreciation base for the asset. The Revenue Act of 1964
continues the investment credit and also provides for the
restoration of it (in arriving at the tax base) as part of
the original cost of the asset minus estimated salvage value.
The different means of accounting for inventory valuation also indicate a lack of good accounting.
Challenges for the Attest

Function

The attest function in modern business still offers challenges. Accountants have been expressing their opinion on
the usual financial statements of business enterprises, but
at times additional statements seem to be needed. Questions on appropriate ways to attest to a statement of
sources and uses of working capital or cash flows are still
circulating. In much of the business world, including the
United States, there has been strong resistance to the development of a system of attesting to the quality of planning and forecasting because it is assumed that attesting
to such prognostications might imply some sort of guarantee as to the outcome.
T h e Tuesday, September 22, 1964 issue of The Wall
Street Journal contained a report on the net assets of Senator Hubert Humphrey, then the Democratic candidate for
the Vice Presidency. T h e report was given in terms of current market values, instead of the costs to which certified
public accountants usually attest. In attesting to Senator
Humphrey's figures the auditors, Touche, Ross, Bailey &
Smart, stated that present market values were appropriate
for the purpose of public declaration involved in the dis •
closure of Senator Humphrey's financial situation. This
might very well prove to be a landmark opinion in the
discharge of the attest function.
Another important phase is the clarification of the
notion of independence as it would apply to attesting to

26

plans and forecasts and also as it would apply to the management services rendered by independent public accountants. The generally accepted notions of independence
include a divorcement from financial dependence other
than through the fee obtained from the client; it implies
a capacity for taking a dispassionate view of the client's
problem and its relationship to generally accepted accounting standards. Thus far, there has been no clarification on the interpretation of independence for either the
large public accounting firm or the small practitioner.
Another important area in auditing is the development
of entirely suitable methods for auditing the operation of
computerized accounting systems. Accounting with computers replaces the old idea of auditing as the following
of an "audit trail" with a process which determines the
actual reliability of the data generating and processing
system of the client. Its purpose is to see if (with appropriate controls), the system can be relied upon to provide
information which properly describes the financial position and results of operation for the client.
International

Accounting

International accounting is very important and challenging today. Much of international accounting has dealt
with foreign exchange. Earlier dealings with foreign exchange were predicated on the assumption that fairly
stable interrelationships between American and foreign
currencies existed. Because of differing degrees of inflation
in America and other countries, the translation of currencies under official and unofficial rates of exchange has
materially complicated the problem of expressing the results of foreign operations, stating the financial position
of foreign subsidiaries or affiliates, and determining the
equivalence of recapturing funds or the repayments of
loans. All this involves a necessity for measuring the risks
inherent in international operations and should also provide some way for measuring the impact on international
relations and, conversely, measuring the impact of international relations on the risks and the nature of investments in foreign activities. These problems constitute challenges not only now, but for a long time into the future.
Accounting

Measurement

There seems to be one very interesting development,
particularly on the part of some of the younger accountants. They are now thinking with considerable interest
and exhilaration about what they call "accounting measurement". Actually, what is being dealt with is a continuation of a problem that has drawn considerable attention
(Continued on page 48)
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Management of Engagements
by Russell E. Palmer

V
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Today, as client organizations grow larger and the
scope and depth of services provided by CPAs expands,
it is essential that more emphasis be placed on the effective management of engagements. This need is emphasized in Statements on Auditing Procedure Number 33,
"An auditor typically works within economic limits; his
opinion, to be economically useful, must be formulated
within a reasonable length of time and at reasonable cost."
The ability to manage is especially important in view
of the TRB&S integrated services approach. T h e job
manager must constantly be aware of ways he can provide
maximum service to the client within appropriate economic limits. Effective management, however, requires
not only the efforts of the person primarily responsible for
the engagement, but also effective utilization of management techniques by the staff member responsible for each
area of the engagement.
T h e qualities required in a person moving up in the
public accounting profession change and shift in importance as the individual progresses. In day-to-day service
to clients, however, the presence of two qualities is essential — the ability to manage effectively and technical
competence. Initially a person entering the profession is
mainly concerned with the latter, but as he accepts additional responsibility the ability to manage becomes increasingly important.
This article outlines areas to be considered in managing
an audit engagement. It is divided into four categories:
Planning
Controlling
On-the-job Training
Review and Completion
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PLANNING
Preliminary

review

T o be effective in planning the engagement, it is important that the individuals concerned have a knowledge of
the client's industry. This knowledge provides the foundation for the business approach to the audit process. It
enables the manager to ascertain areas of special audit
significance, risk-type engagements and special staffing
situations. It provides the auditor with industry information and ideas from which to formulate recommendations
to the client.
The individual can best gain this knowledge by reading trade publications and inter-firm industry information
concerning the client's industry. Annual reports of other
companies in the industry should be reviewed, and it is
often advantageous to refer to the Firm Directory and
communicate with other offices having clients in the same
industry. The other office can furnish a program of examination, the letter of recommendations, audit techniques
utilized, information concerning special services provided
for the client, and other pertinent information on engagement management.
Prior to the start of the field work, the in-charge accountant should review the previous year's working
papers, memoranda, reports, the tax and correspondence
files and the letter of recommendations. He should reacquaint himself with disposition of the problems of the
previous year, and review the permanent file and program
of examination. He should also discuss the engagement
with the supervisor or manager to assure himself that he
is familiar with all current problems and information
involving the client.
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Russell E. Palmer, manager in the Denver office, had been in the Detroit office for
five years before transferring to Denver at
the beginning of 1962. He graduated from
Michigan State University, where he was
president of Beta Gamma Sigma and a
member of Beta Alpha Psi.
Mr. Palmer is a member of the American
Institute of Certified Public
Accountants
and of the Colorado Society of CPAs,
where for the past two years he has served
as secretary of the Insurance
Committee.
He also served on the Michigan Association
of CPAs Insurance Committee for two
years when he was in Michigan. He is a
member of the National Association of
Accountants.

Budget Preparation
A comparison of budgeted and actual time during the
previous year should be reviewed before the current year's
budget is prepared. The current year's budget should be
developed to serve as an instrument for controlled allotment of time in each area of the engagement. It should
also be specific as to the responsibilities of each individual
on the job. T h e budget must clearly report variances in
specific areas along with the individuals responsible and
it is important that the reasons for the deviations be
documented to provide a basis for future corrective action.
The audit engagement control file is an effective tool
for controlling budget preparation, time accumulation
and final analysis. This control file is established at the
beginning of the engagement and includes, among other
things, the audit time budget and summary, blank time
accumulation sheets for participating individuals, the follow-up sheet of reasons for budget variances, merit rating
forms and partially prepared dockets. All offices have
copies of suggested detailed schedules to be included in
the audit control file.
Effective management of the engagement demands that
a realistic budget be prepared initially and that time be
accumulated, analyzed and controlled on a current basis.
In addition, the budget should be re-evaluated at the
conclusion of the engagement and the reasons for budget
variances discussed.
Timing of the audit work
T h e first standard of field work concerns particularly
the timeliness of the audit procedures and the orderliness
of their application. The first standard recognizes that
early appointment on a new engagement has many advan-
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tages and that if early appointment is not made, the
auditor must determine whether the circumstances are
such that an adequate examination and expression of an
unqualified opinion can be made. If, in the auditor's judgment he cannot express an unqualified opinion, he should
discuss the possibility of a qualified opinion or disclaimer
of opinion with the client.
Early consideration of current year problems and timing is also essential on the recurring engagement. This
gives the client an opportunity to modify accounting
procedures that the auditor feels might be improved and
minimizes the necessity for consideration of problems at
a late date which is disadvantageous to the client and the
auditor alike.
In planning the timing of the audit work, the following
should be among the items taken into consideration:
1. Necessary to the control of timing of the audit work
is the preparation of a schedule outlining all important dates, specifying who is to do the work, how
long the work will take, and tying the various phases
of the program together so that the engagement will
reach a timely conclusion in coordination with the
client's closing and report requirement dates. P E R T
can be utilized effectively in certain areas of audit
timing and control.
2. The auditor should document and adequately plan
for important dates such as cash cutoff, physical
inventory and receivables confirmation. Closing
dates and a schedule of completion dates on work
being performed by the client should be obtained
as early as possible.
3. O n larger examinations, consideration should be
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given to cycling certain phases of the examination.
This cycling should be scheduled so that all locations
and areas will be examined on a systematic basis.
4. Consideration should also be given, where internal
control warrants, to the completion of substantial
portions of the engagement at interim dates. Statements on Auditing Procedure Number 33 provides
that it is acceptable practice for the auditor to carry
out substantial parts of the examination at interim
dates. Again, this allows the auditor to recognize
problems at an early date. Where portions of the
examination are being conducted at interim dates
the auditing procedures should be properly synchronized to produce the most effective results. An
example would be the simultaneous examination of
securities, a cash count and confirmation of receivables at a financial institution.
5. There is also the possibility of conducting the examination at an interim date with a review to year end.
When using this approach, an effective system of
internal control is imperative. In addition, certain
areas may require re-examination at year end.
6. T h e existence of E D P presents additional timing
problems which the auditor must consider so that
the audit activities will be coordinated with the systems department.

Staffing
Attention must be given to the experience, proficiency
and training of the staff members on the engagement. The
first general standard states, " T h e examination is to be
performed by a person or persons having adequate technical training and proficiency as an auditor." T h e first
standard of field work states, " T h e work is to be adequately planned and' assistants, if any, are to be properly
supervised."
The job manager should determine that there is a correct balance in staffing considering experience on the
engagement and staff level of the individuals. Responsibilities, time requirements and the person to whom he is
responsible should be clearly defined to each staff member.
T h e overall management of the engagement necessitates rotation of the staff when appropriate. It is also
important that an individual remaining on an engagement over a period of time be rotated on different phases
of the audit work in order to become acquainted with all
aspects of the job. T h e staffing of medium and large jobs
should provide for an orderly progression to greater
responsibility.
Scheduling of staff requirements is also a responsibility
of the job manager. It is important for overall office proMARCHj
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ficiency that staffing requirements be submitted at an
early date. It is also important that any deviations from
the original scheduling requirements be submitted as early
as possible to the person responsible for scheduling so that
appropriate modifications can be made.
Audit program preparation
It is wortiiwhile that the existing program be challenged each year to find better ways to perform the audit
procedures, gain like results in reduced time, revise and
adapt the program to meet changes in the client's system
and to provide better service to the client. T h e program
should be updated on a timely basis and should be properly reviewed and approved.
Pre-audit conferences
A pre-audit conference should be held with the staff on
each engagement to outline its overall details, the scope
of our examination, and how all portions of the engagement fit into the completed examination. Current technical problems of the engagement should be presented and
discussed.
Job policies relating to the particular engagement
should be specifically explained at this meeting. Items
discussed might include protocol in dealing with client's
personnel, use of the telephone, working hours, facilities
available for our use, and coffee breaks. It is the responsibility of the job manager to determine that the policies of
the engagement are clearly defined to all persons connected with it.
A pre-audit conference should also be arranged with
the client. In this conference, known problems connected
with the current engagement should be thoroughly outlined for early consideration and disposition. The auditor
and the client should discuss and clearly define timing
requirements. A record should be made of dates with regard to the client's closing schedule, when our interim
work is to be performed and when the report is required.
Other items such as working space available and changes
in our staffing should also be discussed.
At this conference, the auditor should thoroughly investigate the possibility of additional client assistance in
areas such as partial preparation of workpapers, analysis
of accounts, and accumulation of supporting detail. This
type of work should not be performed by the staff unless
client personnel is not available. Reduction in time required for the accumulation and recording of detail by
the staff will provide time for efforts in other sections
where greater service can be provided.
O n an initial engagement, the pre-audit conference
should take place before any actual planning is done and
should be performed as part of the preliminary review of
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the engagement. In addition to the items previously mentioned, the auditor should review and discuss in detail
with the client the internal reporting system, the adequacy
of the client's records' and the accounting policies and
procedures. Potential problems should be discussed since
it is important that areas requiring special audit consideration be recognized and adequate provisions for them
made at an early date. On initial engagements it is also
important that the objectives of the engagement be discussed thoroughly with the client.
Controlling the

Engagement

Effective communication is the key to controlling the
engagement. All persons on the engagement should be
impressed with the importance of communicating with
the in-charge accountant and other people responsible for
current progress and problems. Each staff member should
frequently project the amount of time necessary for completion of work in his area, estimating date of completion,
amount of time required for completion and anticipated
deviation from the budgeted hours. The importance of
self-review should be stressed to each individual in order
to minimize problems and corrections necessitated during
the final review.
Through utilization of this information, the time accumulation sheets, the time budget and summary, the
timing schedule, and other audit control data, the job
manager should continually evaluate the progress and
accumulated time on the engagement. T h e job manager
must be aware of all expected timing or budget deviations
at the earliest possible date and, after review, should initiate action to correct the situation.
During the progress of the engagement constant communication with the client is also essential in order to
recognize accounting problems not previously anticipated,
deviations from the client's closing schedule, and revised
timing requirements to be imposed by the client.
On-the-job

Training

Engagement management includes the implementation
of an effective program of on-the-job training. Previously,
the pre-audit conference with the staff has been discussed.
This session should be utilized to inform staff members of
the audit plan, discuss the audit program and to help the
staff understand the overall scope of the examination and
nature of the client's business.
In order that the staff may be thoroughly familiar with
the client's business, a tour of the client's operating facilities should be considered. The staff members should be
introduced to the client's officials and employees with
whom they will be in contact. During the course of the
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engagement, problems involved in the work performed
by the staff should be covered on a current basis.
All staff members should be encouraged to review the
completed working papers and financial statements in
order that they may develop more quickly to a point of
seeing the overall engagement picture.
A post-audit conference should be held with each staff
member to discuss the overall engagement and his specific performance on it in order that he may evaluate his
own progress and can be given constructive comments
concerning possible improvement. Other aspects of onthe-job training have been discussed recently in a TRB&S
Newsletter.
Review and

Completion

The review of the engagement should be performed in
the field before the staff has left. This will facilitate having the staff make corrections in the work they have performed and will allow time for discussion of certain
aspects of the engagement with persons on the job. It also
allows the reviewer to discuss problems with the client's
personnel and provides an opportunity to be closer to the
client's operating facilities and problems.
The discussions with individuals who have performed
the work in a particular section should be designed to
determine whether they are completely aware of the purpose and scope of their work, and should include discussions designed to determine where additional service to
the client can be provided. T h e rough draft of the report
should be reviewed with appropriate client personnel at
the completion of the review.
It is necessary that continuing control be maintained
during the completion of the engagement. Tax returns,
the 10-K and other required reports should be prepared
by the staff members before leaving. T h e letter of recommendations should also be prepared at this time for an
early presentation to the client.
T h e person managing the engagement should make
certain that time summaries, the summary of reasons for
budget deviations, rating reports and other details have
been completed prior to the completion of the project.
Adequate provisions should be made for timing in relation to report review, typing and issuance of the report.
Engagements today are becoming more complex and
effective management of engagements increasingly difficult. Effective planning and continuing control are essential in managing the engagement. To assure that the
maximum service is being provided to our clients at a
minimum of cost, each engagement must be planned care(Continued

on page 48)
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Henry E. Bodman, partner in our Detroit office, last
month was named "Detroit's Outstanding Young Man of
1964" by the Detroit Junior Chamber of Commerce.
(Continued
4

from page 8)
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The award, presented annually since 1940, goes to men
between the ages of 21 and 35 who have demonstrated a
high level of personal achievement and dedication to the
welfare of the community. The large, framed citation
cites Mr. Bodman for "loyal and unselfish efforts" which
have been a great contribution to Detroit, and his "evidence of leadership ability, personal and business progress
and his interest in the general community welfare."
Mr. Bodman has twice been elected to the City of
Grosse Pointe Farms Council and is serving his sixth term
on the Wayne County Board of Supervisors. He is chairman of the Taxation and Apportionment Committee of
the Board of Supervisors and formerly served as chairman
of the Wayne County Building Authority. Appointed Director of the Michigan U S O in 1964, he is treasurer of
the Gabriel Richard School PTA, a trustee of the Liggett
School for Girls and the Franklin Settlement as well as a
member of the Economic Club of Detroit, the Greater
Detroit Board of Commerce and the Country Club of
Detroit.
Mr. Bodman was named a partner in Touche, Ross,
Bailey & Smart in 1964. He is a graduate of Princeton
University and also holds a MBA degree from the University of Michigan, School of Business Administration.
He joined the firm in 1957.
23
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Profession's Leaders
Lecture for the Future
TRB&S Foundation Provides Initial Funds

Two of America's most distinguished accountants delivered lectures at Michigan State University recently for
eventual use in the 21st century. They were the first.of 10
professional and academic leaders who will be invited to
place their ideas and concepts into a new videotape library
at M S U .
Dr. W. A. Paton, professor emeritus of accounting at
the University of Michigan, author of 20 books, and more
than 100 professional articles, taped the first lecture.
Carman G. Blough, former chief accountant of the Securities and Exchange Commission who has had a long and
distinguished professional career, followed two days later.
Dr. Herbert E. Miller, M S U professor of accounting
who is planning the library, said:
"We know students now and in the future will be interested because the work of Paton and Blough will be studied for the next 40 or 50 years, or even longer."
Although the tapes will be available for viewing immediately, Dr. Miller said, their full potential may not be
reached for decades. Students will not only read the works
of these men, Dr. Miller added, but they will have a
chance to see them in action.
The hour-long lectures will deal largely with concepts
instead of current practices and will be of interest primar-
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ily to graduate students. Other universities with graduate
courses in accounting will have access to the library.
The Touche, Ross, Bailey & Smart Foundation, which
provided the initial funds for the preparation of this series,
has given support to a number of educational projects
since its organization in 1958. Two of these which especially generated interest in the profession are the Journal
of Accounting
Research (partially supported by the
Foundation since its first volume) and Carnegie Technology's booklet on The Future of Accounting
Education.
T h e latter was distributed by the American Institute to
deans and accounting professors throughout the country.
When the TRB&S partners started the Foundation
seven years ago, they did so because they felt that there
was a definite need for financial help with projects not
usually included in a university budget. The Board of
Trustees stated that "the purpose of the grants will be to
encourage research and educational activities in the field
of business management, especially accounting."
The Foundation is interested in exploring other projects which meet its purposes, realizing, of course, that the
number of projects which it can support is limited. The
Trustees are particularly interested in projects that result
in articles, monographs, or educational materials.
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Dr. Herbert E. Miller is shown with Dr. W. A. Paton, who
was a faculty member at the University of Michigan from
1921 until his retirement in 1959. Dr. Paton developed
the Patonian theory of accounting which is taught in almost every major university in the nation, and has delivered 400 major addresses. He now serves as visiting
professor, a consultant in litigation, and a speaker.
Carman G. Blough, former chief accountant for the SEC,
taught at the University of Wisconsin, University of North
Dakota, American University, and Columbia
University.
He was the first director of research of the American Institute of Certified Public Accountants, and wrote a monthly
column in the Journal of Accountancy for 17 years.

If you know of projects which you believe are eligible
for support by our Foundation, you should forward
enough information to the Trustees for them to make a
decision. It is not necessary to make formal application
for a grant. There is no fixed limit to the size of the grant,
for it is determined by the project. After a grant has been
made, it is not necessary to make progress reports although, as a matter of general interest, the partners like
to know the results of the projects sponsored by the Foundation.
MARCH,

1965

in the
News
Helen G. Creeden, bookkeeper in the
Boston office, retired in January after 45
years with the firm. At a cocktail and
dinner party held in • her honor, Miss
Creeden received flowers and gifts which
included an inscribed Paul Revere bowl.
She is shown above as Mrs. Hugh Dysart
pins on her corsage. Looking on are (left
to right) her sister-in-law, Mrs. Bernard
Creeden, her brother, Bernard, and
Hugh Dysart, partner-in-charge in Boston.

Members of the Pittsburgh office held a tax seminar
recently for construction industry executives. Construction Advancement Program's manager of public relations, Donald W. Eyles (left) looks on as Construction
Advancement Program trustee Donald Harris (right)
congratulates Lou Werbaneth and Henry J. Rossi.

Alexander Aird, principal from Winnepeg, is shown
talking to Thomas E. Drenten, partner from Los
Angeles. The occasion was an organization
seminar
held at the New York Hilton, when partner Gerald
Fisch of our Montreal office presented the concepts
outlined in his book, "Organizing for Profit." Mr. Aird
assisted in the five-day presentation.

Robert Beyer presented the charter to a
new Buenos Aires Chapter of the National Accounting
Association.
The
opening membership is about 100 people, but the chapter is expected to grow
to at least 500 within a few years. Allen
B. Anson of Merck, Sharpe & Dohme, is
the first president of the new chapter.

Joseph Attala, (right) receives the charter for Padite, Inc.,
a Junior Achievement company of which he is president,
from William A. Bergen, partner in charge of the Newark
Office. Others from left to right are: Joel Rogoff, Charles
E. Bloom (partner), Irwin Cohen and Jerome Deady.
Rogoff, Cohen and Deady are staff members who have
been acting as advisers to the Junior Achievement
firm.

A number of TRB&S out-of-towners were introduced at a luncheon
given by the Cincinnati office to acquaint its clients with the services
and philosophies of the firm. The partners pictured above are Herman Olt, Dayton; Donald J. Bevis, New York; R. Allan Parker,
Dayton; Benjamin Bernstein, Cincinnati; James Gram,
Detroit;
Clayton Ostlund, Cincinnati; Irl Wallace, Dayton; and Elwood
Dryden from Atlanta.

Schedule
of Training
Courses
W. Thomas Porter, our Director of Education, presents
a Samsonite attache case to Elliott Greene of IBM in appreciation
for his outstanding service in our audit-EDP seminars.

COURSE

DATE

LOCATION

AND GUEST

SPEAKER

Dec. 7-12

1202
1203

Selected Tax Topics — Basic
Selected T a x Topics — Advanced

New York University

Dec. 14-18

1303

Quantitative Methods

New York University

Feb. 22-26

1305

Marketing Services

Detroit
PROF. M. S C H I F F

New York University
M. HALBERT—Marketing
Sciences Institute
April 19-23

1304

Practice Development and Managing the
Engagement

New York University
PROF. E. R A N E Y

Wayne State University
April 19-23

1102

Evaluation of Internal Control

New York University

April 26-30

1102

Evaluation of Internal Control

New York University

May 3-7

2360

Business Problems of Retail Industry

New York University

May 3-7

1103

Auditing Objectives, Standards, and Procedures

New York University

Audit-EDP Seminar

Chicago

May 10-13
May 10-14

1103

Auditing Objectives, Standards, and Procedures

New York University

May 17-21

1106

Practice Development and Professional
Responsibilities

New York University

May 24-28

1102

Evaluation of Internal Control

New York University

Audit-EDP Seminar

Chicago

June 7-10
June 14-18

1103

Auditing Objectives, Standards, and Procedures

New York University

June 14-18

1105

Specialized Accounting and Auditing Problems

New York University

June 14-25

2350

Advanced Computer Seminar

New York University

June 21-25

1106

Practice Development and Professional
Responsibilities

New York University

June 28-July 2

1105

Specialized Accounting and Auditing Problems

New York University
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Ford Foundation sponsors
study of accounting
methods here

Visitors
from
India
Posing for the camera with Profitability Accounting and COMP flip
charts are Messrs. Chandrase Kharan, Heil, Krishnamurthi and
DiMario.

The Ford Foundation, in its continuing eleemosynary
efforts, decided not long ago to invite the Indian Government to select key individuals to come to the United
States to learn as much as possible about modern methods
of accounting . . . including the creation of standard costs,
budgetary controls, and management reports. The Foundation asked the TRB&S office in Pittsburgh to provide
three months of extensive training for two top financial
executives from Hindustan Steel in India. They were also
to survey the existing state of the art by visiting several
steel companies and other related manufacturing organizations.
When Messrs. Chandrasekharan and Krishnamurthi
arrived, everything was done to help effect a smooth
transition from the Indian way of life to ours. Jack Heil
from our Los Angeles office "lived-in" with the two gentlemen and acted as house mother. In this capacity, he
also created a fictional steel company for India. A Chart
of Accounts was formulated, profit centers were defined,
allocation procedures were determined, and organizational lines were defined.
MARCH,

1965

As a basis for designing the Indian Steel Company,
Joseph F. DiMario from Pittsburgh spent a month in a
tutoring capacity. All of the basic concepts encompassed
within Profitability Accounting and C O M P were discussed in great detail and related to India where major
segments of the steel industry are government controlled.
Part of their stay was occupied with several sight-seeing
trips. Messrs. Chandrasekharan and Krishnamurthi were
most anxious to learn and to see as much of the United
States as possible. To satisfy this end, they were able to
visit the Worlds Fair, Niagara Falls, the T V A Authority,
Disneyland, and San Francisco. In Pittsburgh, Louis
Werbaneth, Leland Hazard from GSIA, his secretary,
Mrs. Couchman, and Joe DiMario hosted these gentlemen in their homes and saw to it that all of the local
points of interest were on their itinerary.
A significant exchange of ideas and facts about the
two countries was constantly in evidence. Although our
primary purpose was to impart technical knowledge to
these friends — as happens in most teaching situations —
the teacher learns as much or more than the students.
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Speaking Engagements
SPEAKER

SUBJECT

DATE

A UDIENCE

Boston
G E R R I S H , SCOTT
K E L L E R , DONALD M.

Jan. 18

A Career in Management Consulting

Darthmouth College
Amos Tuck School of Business Adm.-

K E L L E R , DONALD M.

Dec. 9 '64

Profitability Accounting

Merrimack Valley Chapter of National
Association of Accountants

March 9

Management Report

Budget Executives Institute, Boston

Chicago
BUETTNER, T O M

Nov. 4 '64

Public Accounting

Alpha Kappa Psi, Professional Business Fraternity

DAVID, T E D

Nov. 23

Professionalism in Data Processing

North Shore Chapter — Data Processing
Management Association

DAVIDSON, H. J U S T I N

Nov. 17 '64 Business Information System

Management Sciences Institute, Chicago Chapter

HARTUNG, G L E N N J.

Dec.

Illinois Society of C P A s — 10th Annual
Tax Conference

H A U S M A N , DONALD

Nov. 10-11 Collection of Taxes
'64

North Shore Chapter, Data Processing
Management Association

H A U S M A N , DONALD
FREWERT, WILLIAM

Feb. 3

Income Tax Clinic for Middle and
Small Business People

Electrical Apparatus Service Association
(Operating Div. of Electric Association)

Feb. 9

Income Tax Clinic for Middle and

West Suburban Electric League
(Operating Div. of Electric Association)

10 '64 Net operating losses and fillport property tax concept as they affect state
taxes

Small Business People
SCHWANBECK, WlLLIAM
TRUEBLOOD, ROBERT M.

Dec.

10 '64 Affiliated Companies

Dec.

16 '64

The Illinois Society of CPAs Tax Seminar

Depreciation

National Association of Accountants,
Seattle, Washington

Cincinnati
BERNSTEIN, B E N J A M I N

April 23

Equipment Leases on the Financial
Statements — Are Leases a Sign
of Financial Weakness?

Annual Convention of the Kentucky Society
of CPAs

NOVIKOFF, WALTER

Dec. 2-5
'64

1964 Revenue Act

Cincinnati Chapter of CPAs

Dec. 3 ' 6 4

The treatment of the federal investment credit from an accounting
standpoint

Federal Tax C o m m i t t e e — T E I Cleveland Chapter

Mar. 3

Profitability Accounting

Budget Society in Cleveland

Feb. 18

Return on Investment Methods and
Financial Appraisal and
Evaluation

American Management Association

Cleveland
BONI, GREGORY M.

GOLDSCHMIDT, ROBERT
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DATE

SPEAKER

SUBJECT

AUDIENCE

Dallas
Mar. 30

R O B E R T S , ALAN H.

Changes in the 1964 Income Tax
Law

Richardson Optomist Club

Financial Executives Institute — Dayton Chapter

Dayton
O L T , H E R M A N , J.

Jan.14

Stump the Experts

SACHLEBEN, L. J.

Dec. 10'64

Multiple Corporations
Exemptions

SCHUBERT, F. J.

Feb.27

Individual Income Taxes

Television

Dec. 7 '64

Personal Holding Companies

AICPA Professional Development Program —
Oklahoma City

Surtax

Dayton Chapter, Ohio Society of CPAs

Denver
G R I F F I N , CARLETON H.

Dec. 31 '64

Personal Tax Planning

Queens City Civitan Club

Feb. 13

Tax Considerations for the

Annual Convention of the Colorado
Contractors Association

Jan. 7

Personal Property Taxes

Construction Industry
M A R C U S , EARL E.

Jan. 27
PALMER, R U S S E L L E.

Jan. 27
Feb. 13

Preparation of Individual Income
Tax Returns
Lease Accounting
Accounting and Management
Reporting in the Construction
Industry

Queens City Civitan Club
University of Denver and Colorado Society of CPAs
Robert Morris Associates — Denver Chapter
Annual Convention of the Colorado
Contractors Association

Apr. 2

Generally Accepted Auditing
Standards

Accounting Seminar — Regis College

Mar. 16

Tax Savings for Furniture Industry
in 1965

Furniture Club of Detroit

Detroit
BASSEY, RONALD D.

Dec. 18'64

Where Do We Go From Here?

Junior Executives of the Economic Club of Detroit

CRAIGHEAD, GEORGE P.

Feb. 2

The Contribution of Marketing
Management to Long Range
Planning

American Marketing Association — Detroit Chapter

F A R N S W O R T H , N I L E W.

Dec. 4 '64

Guideline Depreciation

Michigan Association of CPAs Tax Institute

Dec. 4 '64

Depreciation

Fifteenth Annual Tennessee of Federal Taxation —
Memphis

Dec. 8 '64

Depreciation

AICPA Professional Development Tax Seminar in
Jackson, Mississippi

Mar. 16

Supervisory Reserve Regulations

Michigan Savings and Loan League —
Panel Discussion

Apr. 12-14
May 4-7
May 18

Profitability Accounting Seminar
Accounting and Finance for
Non-financial Executives
Profitability Accounting and Control

BODMAN, H E N R Y E.

II

HEGARTY, J O H N D.

J E N N I N G S , DONALD W.

Advanced Control Class — Harvard Business School
Management Institute — University of Wisconsin
National Accounting Association —
Nashville, Tennessee

May 24-28

Profitability Accounting

Management Institute — Universiy of Wisconsin

Dec. 9 '64

Management Services

School of Industrial Management —
Purdue University

Feb. 2

Role of Marketing in Long Ran]
Planning

American Marketing Association — Detroit Chapter

R E A M E S , K E N N E T H S.

Dec. 4 '64

Stock Options — Qualified and
Unqualified

Fifteenth Annual Tennessee Institute of
Federal Taxation

SCHATZ, HARVEY E.

Jan. 7

Work Measurement

Administrative Management Society-—
Lansing Chapter

SEITZ, J A M E S

Nov. 24 '64 Management Reporting

LYON, RICHARD C.

MARCH, 1 9 6 5

American Society of Woman Accountants
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DATE

SPEAKER

SUBJECT

AUDIENCE

VANDER BROEK, DAVID J.

Dec. 2 '64

Subchapter S Corporation

Committee on Banking — Michigan Association
of CPAs

VANDER BROEK, DAVID J.

Jan. 28

Reporting Gross Margin on Revolving Credit Receivables Using the
Installment Method for Tax
Purposes'

Greater Detroit Retail Controller's Group

Dec. 8 '64

Future of Management Services

Philadelphia Institute of CPAs

Dec. 16 '64

Impending Changes in the
Accounting Profession

Denver Chapter of National Association of
Accountants and the Colorado Society of CPAs

Dec. 17 '64

Profitability Accounting for Business
Management and Control

Financial Executives Institute — Denver

Jan. 19

Profitability Accounting for Planning
and Control

National Association of Accountants —
Mid-Florida Chapter

Mar. 8

Profitability Accounting

Systems and Procedures Association
Milwaukee Chapter

Apr. 30

Chapter Operations Workshop

National Association of Accountants —
New York

May 18

Profitability Accounting — The
Challenge and the Opportunity

National Association of Accountants —
St. Louis Chapter

May 20

Cost Reduction

National Association of Accountants —
Newark Chapter

May 21

Profitability Accounting — The
Challenge and the Opportunity

Budget Executives Institute — Milwaukee Chapter

CRANE, ROGER R.

Jan.19

The International Challenge

Chrysler Corporation Management Club
in Windsor, Ontario

DIAMOND, WALTER H.

Jan. 7

U.S. Trade Forecast for 1965

Machinery & Metals Export Club

Jan.14

Foreign Trade and Investment
Outlook

Motor & Equipment Manufacturers Association

Feb. 4

Translations and World Accounting

National Association of Accountant's Conference

Feb. 5

Allocations of Income and Expenditures under 482

National Association of Accountant's Conference

Apr. 6

Common Market Problems

Foreign Credit Interchange Bureau

WAtsH, RICHARD T.

Executive

Office

BEYER, ROBERT

K O R F F , H E N R Y C.

PORTER, W. T H O M A S

SPRAGUE, RICHARD E.

Nov. 12'64 Public Accounting as a Career

Seton Hall University

Dec. 9 '64

Career Opportunities in Management Consulting — panel
discussion

Purdue University Graduate Students

Jan. 18

Career Opportunities in Management Consulting — panel
discussion

Dartmouth Graduate Students

Dec. 9 '64

What You Can Expect in Public
Accounting

Columbia Accounting Association

Jan. 8

Future of Management Sciences and
Management Services in Public
Accounting

University of Massachusetts

Jan. 11

One day seminar on EDP, Audits,
and Controls

Tri-city Chapter of the Institute of Internal Auditors

Jan.20

The Use of EDP in Auditing

New York State Society of CPAs

Mar. 1

A Control Framework for Electronic
Systems

Management Information Systems Round Table —
New York University

May 25

Impact of EDP on Auditing

Houston Chapter of Institute of Internal Auditors

Dec. 2 '64

Management Control Center Systems
Research Report

Management Information Systems Round Table of
the American Management Association, New York

Jan. 12

Estimated Tax Liability

Federal Taxation Forum

Houston
FREEMAN, A L
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SPEAKER

SUBJECT

A UDIENCE

Nov. 17 '64

On-Line Systems and the Future of
Data Processing

Data Processing Management Association (DPMA)
— San Diego Chapter

Jan.

The Industrial Engineer's Participation in Planning and Development
of Engineered Budgets

Society for Advancement of Management,
Milwaukee

Jan. 25

Value of Engaging Outside Auditors

Wisconsin Bankers' Association

Jan. 21

The Responsibility of the School
Business Manager for Financial
Control

Wisconsin Association of School Boards' State
Convention in Milwaukee

Feb.11

How the Financial Department Can
Help You Be a Better Manager

Society for the Advancement of Management,
Neenah, Wisconsin

DATE

Los Angeles
HAKOLA, V E R N E.

Milwaukee
DETROYE,

WILLIAM

FROEMMING, ROGER
KUYERS, MILTON

G.

H.

TRAWICKI, DONALD J.

Mar . 1

Capital Budgeting

Milwaukee Chapter of Wisconsin Society of CPAs

May 20

National Conference

Budget Executives Institute, Milwaukee

Jan. 26

Sales Forecasting

University of Wisconsin — Management Institute

Jan. 14

Highlights of the Revenue Act
of 1964

National Accountants Association — Minneapolis

Dec. 1 '64

The Even Flow Scheduling
Technique

Air Force — Rand Depot Scheduling and Control
Conference, Santa Monica, California

May 24-29

Simulation of Social Action
Programs

International Federation for Information Processing

Dec. 15 '64

Profit Control Concepts

National Association of Accountants —
Olean-Bradford Chapter, Olean, New York

Jan.13

Customer Credit Costs in Department Stores

NRMA Convention — New York City

Jan.13-15

Distribution Costs, Controllership,
Return on Investment

American Management Association — Seminar

Mar 17

Setting and Using Long Range
Profit Goals

American Management Association Seminar —
Return on Investment

Jan.14

A Managerial Approach to Cost
Accounting and Control

The Institute of Electrical and Electronics Engineers
— Metropolitan Chapter

Feb.18

Putting Cost Data to Work
for Management

The Institute of Electrical and Electronics Engineers
— Metropolitan Chapter

Feb. 9

Computers and Management

Management Institute of the Civil Service
Commission

P O W E R S , J O H N F.

Feb. 17

Control Reporting—Variance*
Analysis and Corrective Action

American Management Association — Plant and
Divisional Controller's Seminar

SPORER, M A X F.

Nov. 11 '64

Implications of a Base for Realistic
Payments for Care

American Association of Homes for the Aging —
Panel Discussion

Minneapolis
BUCHAN, J O S E P H

F.

PITT, JAMES F.

New York
A C K E R M A N , S A N F O R D S.

BROWN, VICTOR

H.

BROWN, VICTOR H.
TARALLO, A N T H O N Y

GIBBONS, ROBERT

MULVIHILL,

E.

P.

DENNIS

STEVENS, ROBERT

G.

TARALLO, A N T H O N Y

TRAVER, FRANK

L.

MARCH, 1 9 6 5
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Nov. 19'64 Management Services in the
Mid-1960's

Brookings Institution — Round Table of top
Government Accountants

Nov. 17 '64 Accounting and Dimensions
of Change

American Society of Women Accountants

Nov. 19 '64 Financial Planning and Control
for Data Processing

Philadelphia Chapter of DATA Processing —
Management Association

Feb.25

Profitability Accounting and
Marketing Costs

American Management Association Seminar •
Profitability Accounting

Nov. 9 '64

ADP and Taxes

New York Tax Executives Institute

Jan. 9

Cash Flow

Cincinnati Chapter, Ohio Society of CPAs
Professional Development Course

Feb. 23

Variable Budgeting

Profitability Accounting Seminar —
American Management Association

41

SPEAKER

SUBJECT

DATE

AUDIENCE

Dec. 11 '64

Benefits of the Installment Method
and Year-end Tax Planning

Practicing Law Institute

Feb. 16

Family Tax Planning

South Philadelphia Lions Club

R o s s i , HENRY J.

Jan. 21

The Revenue Act of 1964

Westmoreland County Credit C l u b — C r e d i t
Association of Western Pennsylvania

W E R B A N E T H , L O U I S A. J R .
F I L L I P , J O S E P H A.
R O S S I , H E N R Y J.
SIMPSON, WILLIAM J.
W I L L I A M S , J O H N C.

Dec. 9 '64

Seminar—Tax Laws Applied to
the Construction Industry

Construction Industry Executives of
Western Pennsylvania

W E R B A N E T H , L O U I S A.

Dec. 10 '64

Operational Auditing Applications

AM A Orientation Seminar, New York City

W E R B A N E T H , L O U I S A.

Jan. 28

Tax Seminar

Clover Farms Stores Corporation — Mid-Winter
Wholesalers' Conference, Cleveland,
Sheraton Hotel, Cleveland, Ohio

W E I N E R , HERBERT

Philadelphia
M A R K H U S , ROGER G.

Pittsburgh

R o s s i , HENRY J.

Phoenix
WOOD, R. D.

Nov. 29 '64 Income Averaging

Arizona Estate Planners

Nov. 30 '64 Dairy Cost Accounting

Valley National Bank Seminar for Dairy Industry

Portland
CRAWFORD, JOHN S.

Jan. 28

Bank Taxation

National Association Bank Auditors and Controllers

GULLIXSON, STANLEY W.

Dec. 17 '64

1964 Changes in Internal
Revenue Code

Tax department of First National Bank

Feb. 15
St.

Changes in 1964 Revenue Act

Metropolitan Oil Heat Dealers' Ass'n

Tax Tips

Live telecast . . . Panel of CPAs and
Internal Revenue Agents

Louis

F L E I S H E R , DAVE

Feb. 2

Accounting Aids to Marketing

American Marketing Association —
St. Louis Chapter

MUREN, LEE

Nov. 18-22
'64

Current trends and Happenings in
the Moving Industry

United Van Lines — Inter ational Connection
Maria Isobel Hotel —- Mexico City

B O W E N , D A L E S.

Dec. 3 '64

Accounting for Raw Product

ENGLUND, G E N E

Nov. 19 '64 The Public Accounting Profession

E S T E S , ROBERT C.

Jan. 21

Recent Changes in the 1964
Revenue Act

Union Square Business & Professional
Women's Club

N I S H K I A N , RICHARD

Jan. 27

Leasing from Leasing Companies
Viewpoint

Robert Morris Associates Denver —
Colorado Chapter

WALTERS, R A L P H

Nov. 20 '64 Accounting Principles Board:
Objectives, Opinions, Acceptance

W A N T H A L , ALVIN

Jan. 22

San

Francisco

Profitability Accounting for Food
Processors
Impact on E D P Systems

Institute of Food Technologist in Berkeley
Armstrong College's Accounting Club

18th Annual Accounting Institute — George Center
for Continuing Education, Athens, Georgia
IBM Western Region Food Processing Seminar

Seattle
ALKIRE, D U R W O O D L.

GAEDE, WILLIAM G., J R .

M I T C H E L L , JAMES V.
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Nov. 13 '64 Possible Benefits of Incorporation

American Institute of Architects, Office Procedures
Committee of Seattle Chapter

Jan. 7

Aetna Life Insurance Company, Annual Meeting of
Seattle Agency

Get The Facts-—The Importance of
the Insurance Man Getting
Complete Story

Nov. 23 '64 How To Conduct A Data Processing
Feasibility Study

University of Washington, Accounting
Systems Class

Mar. 16

Management Services and the
Internal Auditor

Institute of Internal Auditors — Seattle Chapter

Feb. 16

Practical uses of Clerical Work
Measurement in Savings and
Loan Associations

Society of Savings and Loan Controllers,
Tacoma, Washington

THE
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PINKERTON, G U Y G.

Nov. 16 '64

Foreclosures

Society of Savings and Loan Controllers,
Tacoma, Washington

S W E N S O N , NORMAN E.

Nov. 15 '64

Christian Estate Planning

Phinney Ridge Lutheran Church, Seattle

Dec. 5, 10,
and 11

Income Averaging and Other
Highlights of the 1964 Code

Washington Society of CPA's Annual Tax Seminar—
Seattle, Richland, and Spokane, Washington

WOODFIELD, GRANT M.

Nov. 17
Dec. 7

Impact of Stevens Memorial Hospital
on South Snohomish County

Edmonds Junior Chamber of Commerce and
South Snohomish County Ministerial Association

ANDERSON, J O H N C.
B E N J A M I N , ROBERT M.
CLEARMAN, J O H N F.
GAEDE, WILLIAM G.
M C L E A N , GARY A.
M I T C H E L L , JAMES V.

Jan. 5

What Should the Public Accountant
Know About Data Processing?

Panel for University of Washington Chapter,
Beta Alpha Psi

1965

Auditing, Management Games and
Accounting Education

Book — published by Richard D. Irwin, Inc.

Books
TRUEBLOOD, ROBERT M.

(co-authored with
Churchill and Miller)

Articles
AUTHOR

EDITION

TITLE

PUBLICATION

Chicago
DAVID, IRWIN T.

January

Using a Consultant Effectively

Data Processing Management Association (DPMA)

1965

Statistical Theory as an Aid in Testing Perpetual Inventory Records

Readings in Auditing — Louisiana State University

1965

Impact of Electronic Data Processing
on Auditing

Readings in Auditing — Louisiana State University

Nov. '64

Streamlined Reports Speed Decision
Making

Board Pack Age

Feb.

Profitability Accounting in Banking

Auditgram

March

Management Services: Time for
Decision

Journal of Accountancy

Cleveland
BONI, GREGORY M.

Detroit
BODMAN, H E N R Y E. II

Executive

Office

BEYER, ROBERT

March

Profitability Accounting

Business Management

B L U M E N T H A L , SHERMAN C.

Dec.'64

Breaking the Chain of Command

Business Automation

DIAMOND, WALTER H.

Jan.

U.S. Foreign Trade Outlook for 1965

National Association of Credit Management
Weekly Bulletin

Jan.18

U.S. Foreign Trade Outlook for 1965

United States Investor

Feb.28

International Trade and Investments
for 1965

American Banker

Feb.

Export Trade Corporations

Journal of Taxation

8

Mar. 11

Foreign Trade Forecast in 1965

Commercial & Financial Chronicle

April

Your Best Export Markets in 1965

Insurance Magazine

April

Export Credit Insurance

Werbel's Insurance Guide

April

Another Look at Foreign Licensing

Journal of Taxation

M U L V E Y , BERNARD M.

April

The Cohn Rule — Its Present Day
Impact

Taxes

PORTER, W. T H O M A S

Dec. '64

Flow Charting and the Auditor

Journal of Accountancy

SPRAGUE, RICHARD E.

March

Information Utilities

Business Automation

ARCH,,

1965
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AUTHOR
New

EDITION

TITLE

PUBLICATION

York
1965

Return on Investment as an Active
Management Tool

Controller's Congress NRMA Book

1965

Cost of Retail Credit

Published by 28th Annual Boston Conference on
Distribution

1965

Customer Credit Costs in Department
Stores

Published by NRMA

Nov. '64

New York City Commercial Rent
and Occupancy Tax

New York Certified Public Accountant

Feb.

Exempt Organizations and New York
City Taxes

New York Certified Public Accountant

KELLOGG, HOWARD L.

Dec. '64

Accounting and the SEC — Current
Developments on Proxy Rule
12a-3

New York State Certified Public Accountant

PAUL, HERBERT M.

Dec. '64

New York State Personal Income
Taxes

New York State Certified Public Accountant

TRAVER, FRANK L.

1965

Improving the Status of Direct
Costing for External Reporting

NAA Readings in Direct Costing
published by Ronald Press

W E I N S T E I N , EDWARD A.

Jan.

Accountants' Examinations and Reports in Bankruptcy Proceedings

New York State Certified Public Accountant

Jan.

An Apartment House Owner Looks
at Pro. C The Transient
Occupancy Tax

Rental Owners' News

BROWN, VICTOR

FURMAN, ROBERT M.

San

Diego

E ' G O L F , MARVIN A.

Applause
Atlanta — Bob Minnear is being sponsored by the NAA
as one of the five outstanding young men in Atlanta. The
contest is also sponsored by the Junior Chamber of Commerce.
B o s t o n — E v e r e t t R. Howe received the 12th Annual
Robert Lubets Award which is given in recognition of
outstanding professional development and personal
growth to students training for careers in accounting. Mr.
Howe is a senior accounting major in the College of Business Administration at Northeastern University and was
the recipient of the Sears B. Condit Award for academic
excellence in the University.
James Lynch has been named industry project coordinator of a research program at the University of Massachusetts. The subject is "Comparative Operational and
Merchandising Statistics for Discount Department
Stores."
Chicago — H. Justin Davidson and Donald Georgen
were co-chairmen for a seminar on Fundamentals of
Finance and Accounting for Non-financial Executives
sponsored by the American Management Association on
March 8-12.
Richard H. Gallagher was chairman of the Illinois
Society of CPAs — Career Opportunities Committee
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when they discussed the Opportunities of, and the Future
Outlook of the Profession on January 12th.
H. Justin Davidson has just been appointed to the
Planning Committee of the American Institute. This
Committee is newly constituted to develop specific programs that will implement the objectives and proposals of
the Long-Range Objectives Committee, which Robert
Trueblood has chaired for the past four years. The appointment to this seven-man committee is for a three-year
term, and all members are less than 45 years of age.
T h e new Planning Committee will spend its first two
years in digesting the materials developed by the LongRange Objectives Commitee and the opinions of members
in all parts of the country. T h e final year of its term will
be spent in the development of specific recommendations
for action by the Institute, which in turn will be reviewed
by the Executive Committee and submitted to the Council
for approval.
Dallas — Alan Roberts acted as a moderator at one of
the luncheon seminars which were held as a part of the
1964 Texas CPA T a x Institute. These "working luncheons" gave those participating in the Institute an opportunity to discuss and ask questions about remarks made
by the morning speakers.
Dayton — Larry D. Ewald is an instructor at Wittenburg
University, where his subject is intermediate accounting.
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John K. Shank is instructing in accounting — analysis
of financial statements at the University of Dayton.
Denver — Jack Guerin participated in a panel which
conducted oral examinations for graduating seniors at
Regis College.
Carleton H. Griffin participated in a panel discussion
at the University of Colorado. T h e subject was career
opportunities in public accounting.
Detroit — Elmer M. Houghten is an instructor in first
year federal taxation at the Dearborn Campus of the
University of Michigan.
Executive Office — Richard Sprague has been appointed a member of the Executive Advisory Committee
for the College of Business Administration — Florida Atlantic University. H e has also been appointed faculty
advisor at Sloan School — M I T .
Sherman Blumenthal has been appointed chairman of
the Registration Committee for the Fall Conference of
the Society for Information Display.
Houston — Ramon J. deReyna has been appointed to
serve on the Management Services Committe of the Texas
Society of Certified Public Accountants.
O n February 27, Owen Lipscomb participated on a
panel discussion on K T R K — T V (Channel 13) in the
first of a series of T-V T a x Shows. These shows were
sponsored by the Houston Chapter of the American Society of Women Accountants, and arrangements were
made for special telephone lines so that questions from
the T-V audience could be answered on the program.
Memphis — Kenneth J. Gordon has been appointed to
serve on the nominating committee of the Memphis
Chapter of the National Association of Accountants.
Robert M. Hasselle has been appointed to a special
audit advisory committee which is studying the feasibility
of using automation in the City Comptroller's office in
Memphis.
Minneapolis — James Pitt served as chairman of a panel
on "Highlights of 1964 Tax Legislation" at the January
meeting of the National Association of Accountants in
Minneapolis.
Richard Beck was appointed to the Board of Directors
of the Minnesota Society of Certified Public Accountants
to fill the vacancy created when Clayton Ostlund transferred to Cincinnati.
N e w a r k -—• William A. Bergen has been elected president
of the Bergen Chapter of the New Jersey Society of CPAs
for the current year. Mr. Bergen has also been reappointed to serve on the Character Committee of the New
Jersey State Board of Public Accountants for 1965.
N e w York — T h e New York State Society of CPAs has
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made the following committee appointments: Insurance
Companies and Agencies, Fred Blank; Municipal and
Local Taxation Committee, Robert F u r m a n ; State Taxation Committee, Herb Paul, moderator.
Victor H. Brown and Robert G. Stevens were co-chairmen of a Profitability Accounting Seminar at the American Management Association from Feb. 23-26.
Philadelphia — Lawrence J. Scully is chairman of the
Program Committee for the Fifth Annual University of
Pennsylvania Tax Conference to be held in September
1965.
P h o e n i x — Howard NefF was a panel leader on "Use of
Standard Costs" for a recent meeting of the Phoenix
Chapter of the National Association of Accountants.
T h e Arizona Society of CPAs has made the following
committee appointments: Reporting Standards, Homer
Gilchrist; Relations with the Bar and the Committee for
Cooperation with Bankers and Other Credit Grantors,
Ira Osman.
Ira Osman was chairman and toastmaster of the Third
Annual Business Education Meeting held at the Executive House Motel. Dr. Daniel E. Nobel, Group Executive
Vice-President of Motorola, Inc., was a principal speaker.
T h e banquet was held to give recognition to business education teachers and to promote beneficial relations between business and education communities.
Rochester — Gail N. Brown will be panel chairman on
May 11th at the North East Chapter, National Society
of Accountants for Cooperatives Annual Meeting in Baltimore. T h e subject will be "What We Expect From An
Audit."
St. Louis — Kenneth Bauer was elected first vice-president of the St. Louis Chapter of the Missouri Society of
Certified Public Accountants. He will also continue to
serve as council member of the Missouri Society of Certified Public Accountants for the 1964-1965 year, and in
addition has been selected to serve as a member of the
Meetings Committee of the State Society for the current
year.
San D i e g o — Marvin E. Golf was appointed by the
mayor to serve on the Mayor's Committee on Municipal
Finance,, and was then elected to its Executive Committee. They are conducting a one-year study of San Diego's
municipal revenues and services.
San Francisco — O n February 26, Ralph Walters was
panel-moderator at the Northern California Accounting
Educators' Conference in San Francisco. T h e subject was
"The Role of the Educator in the Development of Accounting Principles."
(Continued

on page 48)
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William W. Werntz
adopted by the executive committee of the

American Institute of Certified Public Accountants

RESOLVED, That the executive committee of the American Institute of Certified
Public Accountants record its deep sorrow on the death of William W. Werntz on
November 19, 1964.
Mr. Werntz had been given much — a keen, wide-ranging mind, an ability to
isolate the essential elements in even the most complex problems, a sensitivity to the
human factors involved in any situation, and a conscientious spirit which led him to
commit himself fully to causes that won his allegiance.
Because he was so richly endowed, he had much to give — and, he gave it freely,
without thought of himself.
He established a proud record in education, serving on the faculties of Yale
University, George Washington University, and the Wharton School at the University
of Pennsylvania, and acting in an advisory capacity to Columbia University, Rutgers
University and Pace College.
He earned further honors during more than a decade on the staff of the Securities and Exchange Commission, particularly as Chief Accountant of the SEC.
Shortly after becoming a partner in the accounting firm of louche, Ross, Bailey
& Smart in 1950, he began an almost continuous period of service to his profession
through participation in the work of the Institute. He was chairman of the committee on
accounting procedure for three years, and served on the Council, Trial Board, as a
member of the executive committee of the Commission on Standards of Education
and Experience for CPAs, on the special committee which designed the Institute's expanded program of accounting research, and on a half dozen other
committees.
While fulfilling these commitments, he also enriched the profession's literature
with
speeches and articles of unusual depth and perception — contributions
which are
certain to be consulted by accounting researchers for years to come.
Despite all of these professional obligations, he was still able to serve as a
member of the Borough Council of his home town of Glen Ridge, New Jersey, and as
chairman of the auditing committee of his church —where his common-sense
wisdom
was deeply
appreciated.
In view of his willingness to give so much of himself in the service of others, it
is tragically fitting that he should have been fatally stricken en route to attend an
Institute committee
meeting.
Every CPA has benefited from the life of William W. Werntz; but his loss is felt
with special keenness by those who were privileged to know him by working with him
to advance the profession's best interests. They have been deprived of an invaluable
colleague —and a treasured friend.
The executive committee of the Institute extends its sympathy to his wife and
daughter, and to his professional associates in his firm.
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On November 19, 1964 we lost our partner and associate, Bill Werntz. He was just fifty-six years of age and we
felt that his passing was premature, for he still had much
to give to the profession of accountancy — and to us. Yet,
even in this abbreviated life, he had contributed more
than is given to most men to contribute . . . to his profession, to his community and to his friends. He touched
many phases of American life and in each of these he
gained the respect, the admiration, and the love of his
associates.
There is no need here to elaborate on that statement.
T h a t has been done most beautifully by the American Institute of CPAs in the formal resolution of its Executive
Committee which appears on the opposite page. A similar
expression is stated over and over again in the many communications received from other organizations and the
friends he had in them. Particularly notable are expressions from the lawyers, educators and businessmen with
whom he had worked.
One is struck by the respect he had from all; respect for
his intellect, for his fairness and objectivity, and for his
thoroughness. Nothing he did was half done. Each effort
had to be his best. And because of that, and because he
had a gift for analysis and for lucid writing, he was called
on often for help. For Bill there was always the pull of
three professions — teaching, law and accounting. He
chose public accounting as his full time activity, but the
lure of teaching remained in the background as a possible
channel of service.
His own educational record was impressive. In high
school, he had three annual awards of merit and one year
as valedictorian. In Yale (BA 1929), Phi Beta Kappa,
Yale Law, ( L L B ' 3 1 ) Yale Graduate School ('34) in economics, and summer school at Michigan, in law and accounting. In teaching he was equally impressive, first as
instructor in Yale University and then for the Yale Law
School where he dealt with legal-accounting-phases. H e
was a lecturer in universities in cities where he lived, and
of course there were his annual lectures to the Practicing
Law Institute for a dozen years.
His combination of law and accounting took him to the
S.E.G. first as a trial lawyer for the McKesson and Robbins case, but soon to the post of Chief Accountant, and
he served in this capacity until 1947. Bill started his pub-

lic accounting career with a very high reputation as a
theoretical auditor and accountant. He joined Allen R.
Smart & Co. (which soon joined others to form the firm
of Touche, Niven (now Ross), Bailey & Smart.) He applied himself immediately to getting practical experience
so that when he became a partner in the firm (in 1951),
he had fine practical experience, knew how business was
done, and knew that if accounting were to be useful it
must be practical too. He never lost interest in auditing,
and continued serving many clients as the responsible
auditor in charge.
With all this background and talent for writing and
speaking, it is little wonder that the Institute drafted him
for many tasks, for committee work, and especially for
difficult problems such as the possible need for change in
the Accounting Principles Board, a project on which he
was engaged at the time of his death. His first heart attack
in early 1964 forced a reduction in his activities, but this
gave him more time for the writing on accounting which
he did so well.
We in our firm are very proud of Bill and of his many
contributions to accounting. Many accountants will think
first of Bill as the Chief Accountant of the S.E.C., and
his contribution to the improvement of accounting for
corporate financial reporting. Others, of a younger generation, will think first of the importance of his work for
the American Institute of CPAs and of his writing in continuing the advancement of corporate reporting. Those
more intimate with him will think of him in his relaxed
hours, at bridge, even red dog, at fishing at his second
home on Cape Cod.
We in the firm will add our tremendous appreciation
for his contributions, day by day, to our firm. He was dedicated to the firm's good. With his unusual talents he often
undertook the difficult, perhaps unpleasant chores that a
firm sometimes has, or the chores that sometimes extended
on to drudgery. His capacity seemed unlimited, but it all
gave him the satisfaction in life that came from full use
of the faculties that were given to him. A lot more could
be said about Bill, but none of us can express all he feels.
Some part of him for each of us must remain unspoken in
our hearts.
T o you, Jeanne, and to your Sally, our hearts go out in
sympathy.
G E O R G E D. BAILEY
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With Alumni . . .

accept a position with Inter-Chemical Co.
Rochester — Cortland Brovitz and Company announced
that Howard Davidson, formerly of the Rochester office
staff, was named a partner at January 1, 1965.
St. Louis — Gerald Otten left our office to work for
Binkley Steel Company in Warrenton, Missouri as corporate accountant.
Robert Byrd left the St. Louis office in February to work
for Huntingburg Furniture Company, Huntingburg, Indiana as assistant controller.
San Francisco — Jim Harvey has left our firm to assume
new duties as assistant to the president of Transamerica
Corporation.

Atlanta — Donald Peterson, formerly of the Atlanta
office staff, was recently promoted to controller of the
Atlantic-Munford Company here in Atlanta.
Chicago — Glen Ostdiek, a manager on the Chicago
staff who had been with the firm,since 1952, resigned
effective January 31 to accept the position of controller
at Tuthill Pump Company.
D e t r o i t — L e l a n d E. Stenton, who now lives in Dallas,
has been promoted from auditor to comptroller by the
National Bank of Commerce there.
Memphis — Robert Colvard resigned on December 23
to join the firm of Harry M . Jay & Associates.
M i l w a u k e e — Clarence Pelkey left the firm to accept
a position as chief accountant with Climatrol Division of
Worthington Corporation.
Minneapolis — George Maas left our firm to become
controller of Tel-E-Lect Products.
Walter Tiffin was elected executive vice president of
the Fidelity Securities and Investment Company in December. Mr. Tiffin served on the Detroit staff from 19521958 and on the Minneapolis staff from 1958-1961.
N e w York — Nicholas Kunycky, manager in our management services department, resigned recently to accept
a position as assistant controller of the business machines
group of Litton Industries.
Herbert Wender, a member of our audit staff, resigned
to accept a position with Meredith-Avco Inc., as controller.
Stuart T. Schloss, a senior on our audit staff, resigned
to join European Publishers Representatives as business
manager.
James T . Anderson of our audit staff has resigned to

S e a t t l e — Richard W. Farmer, an alumnus of the Vancouver and Seattle offices, has been appointed treasurer of
United Pacific Corporation in Seattle. This is a large
holding company with subsidiaries in the securities business, flour milling, resins and chemicals.
John M. Sangster, a former member of the Seattle
management services staff, is now controller of Lloyd
Plywood Company in Seattle.
Dean D. Thornton, who was manager of the Seattle
office management services department until his appointment as assistant treasurer of T h e Boeing Company in
1963, has been elected to the Washington State Republican Central Committee and to the Executive Board of
that Committee.
Harold L. Wright has taken a two-year leave of absence
from the American Plywood Association in Tacoma to
serve as a consultant to the University of Hyderabad,
India, and to certain industrial concerns there. Mr.
Wright was former manager in the management services
department of the Seattle office before joining the plywood association.

(Continued from page 26)
for many years. At least thirty or more years ago questions
were raised as to the magnitude of company income, the
monetary quality of its assets, and the extent of its liabilities under different conditions, such as inflation, deflation,
prosperity, depression, and costs jointly incurred for the
benefit of several departments or products. It is interesting

that this is still recognized as a challenge, and certainly it
is commendable that our new generation of accounting
scholars are giving this problem continued attention. It is
admitted that some of the work today is a formulation of
definitions and reduction of certain concepts to models
and equations, but there is every reason to hope that
further attention will be given to this problem.

Conclusion

from page 30)

client within economic limits and will aid in assuring that

fully and effective management techniques and tools must
be utilized by all persons involved to determine that the
engagement is controlled on a current basis.
Effective management will form a framework within
which to work toward providing maximum service to the

the examination was made in accordance with generally
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accepted auditing standards. It will also assure a maxim u m effort in the professional development of the staff,
and is essential in providing a basis for future growth of
the individual.
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Quarterly Correspondents
Atlanta, Elaine Elrod • Boston, Marjorie J. Johnson • Chicago, Gertrude Krueger • Cincinnati, Elizabeth Henderson

• Cleveland,

Alberta Everett • Dallas, Maxine Melton • Dayton, Leslie Early • Denver, Beverly Thomas • Detroit, Harry G. Troxell •
Executive Office, Florence Morbelli • Grand Rapids, Joyce E. Cowman • Houston, Jeanie Lannom
Silady • Los Angeles, Lina Kemmis

• Kansas City, Genevieve

• Memphis, Ann Agee • Milwaukee, Mayme Solberg • Minneapolis, Alice Carlson • New

Orleans, Betty Ruth Menzies • New York, Marie Bertolino • Philadelphia, Jean McC onnell • Phoenix, Ira Osman • Pittsburgh,
Mary Jo Densmore • Portland, Grace McLean • Rochester, Marion Snyder • St. Louis, Lillian Meyer • San Diego, Jane
Holehan • San Francisco, Vilma Jenson • San Jose, Pat Skelton • Seattle, Helen B. Lilly • Washington, Pat Gaddy

